DYE Energy

2007 Annual Report




_’,'a’f',ﬁ‘ AR

LS, SRR NG,

Performing maintenance work at the Monroe Power Plant. For more on our operations, visit dieenergy.com

NouguhaBuSnesses

Coal and Gas Midstream includes Coal Services
and Gas Pipelines, Processing, and Storage. These
non-utility businesses provide fuel, transportation
and equipment management services, along with
gas storage and the management of a network

of natural gas transmission pipelines and gas
processing facilities.

Unconventional Gas Production consists of the
development and production of natural gas from
the Barnett Shale inTexas.

Power and Industrial Projects offer private,
utility-like services to select energy-intensive
industrial customers. Energy Services creates
value in five select industries: Onsite utility
services; steel; petroleum coke; pulp and paper;
and wholesale power and renewables.

Energy Trading provides energy sourcing and
management solutions for municipalities, etectric
cooperatives, independent power producers,
investor-owned utilities and retail energy suppliers.
We manage large power generation, gas storage
and transportation assets.
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DTE Energy

Detroit Edison and MichCon have changed from simple electric
and gas companies to enerqy providers powering the lives of more
than 3 million residents and businesses in southeast Michigan.

Today, our utility businesses are entering a
period of unprecedented growth. Our non-utility
businesses provide products and services that
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e '“ . leverage our utility expertise. Because we want
TGRSt B 2 healthy environment for future generations,
P e S our tegiacy of supporting the communities

St e | where we live and do business is an important
. part of who we are. Qur purpose remains:
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We energize the progress of society.
We make dreams real. We are always here.
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Uity Busfinesses
Detroit Edison: Founded in 1903, Detroit Edison is
one of the largest electric utilitiss in the country
serving 2.2 million customers in Michigan. We
generate electricity through the use of coal,
nuclear fuel, oit, natural gas and hydroelectric
output. Our voluntary GreenCurrents program
uses power created from renewable sources.

‘ MichCon: Founded in 1849, MichCon is one of the
oo " largest natural gas utilities in the country, serving
’ 1.3 million customers in Michigan. We purchase,
. . store, transmit, sell and distribute natural gas.
N [T H O L : VAR Our BudgetWise billing program helps seniors

‘ and low-income customers manage their heating
costs throughout the year.

Mere e L @eEE E .

Employees pictured: Avani Saraiya,
Eric Rocker, Joshua Ackerman,

Cover; Kim McCrary, Donald McQueen,
Charles Hyde, Gatefold; Susan Heatherly,
Kendra Wilson, Elizabeth Gladson,
Marie Hendrickson, Back cover.




We're working 24/7

o give you the best
procducts and services.
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{Dollars in Millions, Except Per Share Amounts) 2007 2006 % Change
Reveies
Electric Utility $ 4900 $ 47137 34%
Gas Utility 1,815 1,849 14%
Non-utility 2097 2,045 0.4 %
Corporate & Other {15) 5 N/A
Eliminations (291 amm N/A
$ 8506 $ 8159 43 %
Netlncome]
Electric Utility $ N7 $ 325 -2.5%
Gas Utility 10 50 40.0 %
Non-utility {102) 75 N/A
Corporate & Gther . ~(61) NA
767 389 102.3%
Discontinued Operations 164 43 N/A
Cumulative Effect of Accounting Changes _ - 1 -
. $ 9N § 43 142 %
Diluted|Earnirgs]RegShare;
Electric Utility $ 166 § 182 22%
Gas Utility 0.1 0.28 46.4 %
Non-utility (0.60) 0.44 N/A
Corporate & Other 245 . {0.38} _NfA
4.62 218 11.9%
Discontinued Operations 1.08 0.24 NfA
Cumulative Effect of Accounting Changes . - _ o -
r § 5.0 $ 243 1346 %
Dividends Declared Per Share $ 292 $ 2075 2.2%
Dividend Yield 48 % 4.3% 11.6 %
Average Common Shares Outstanding {Millions)
Basic 169 177 -4.5%
Diluted 170 178 -4.5%
Book Value Per Share $ 3586 $ 33.02 8.6%
Market Price at Year End $ 12396 $ 48.4 9.2%
Total Market Capitalization $ 716 $ 8,575 -16.3 %
Capital Expenditures $ 1,299 $ 1,403 14 %
Total Assets $ 23,754 $ 23,785 -0.1%




At work; at home

qmd al play.

If you took at our company today, you'll notice
some subtle — but significant — changes from
a year ago.

B We intensified our focus on our utilities,
8 We redefined our non-utility strategy.
8 And we accelerated our drive for excellence.

But through this shift — and others that
have preceded it - our purpose has
remained constant:

B We energize the progress of society.
® We make dreams real.
® We are always here.

The cover of this year's annual report is meant
to highlight our important role in powering

- .\x\

_n-___-tr_"_J_
Tony Earley, chazman and chzef executive officer.
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every aspect of your life — at work, at home
and at play. We are always here.

When | look out of my office window | can

be pretty confident that almost everyone |

see - for as far as | can see —is a DTE Energy
customer. This is a source of great satisfaction
and an incredible responsibility that | take
very seriously.

After all, we've been serving our natural
gas customers for more than 150 years
and our electric customers for more than
a century. Our challenge now is to build
an energy infrastructure that will meet
our customers' energy needs for the next
100 years, while keeping rates affordable.
This will require major changes to our
existing regulatory environment.




DTE Energy has a proud history and a bright
future. | believe we have the potential to be
recognized as one of the leading players in
our industry.

To reach our target, we must aspire
to excellence in everything we do.

We must:

# Achieve top-quartile performance in costs,
quality and customer service.

B Remain true to our core values of respect,
integrity, safety, customer service, learning
and business success.

® Continue our commitment to
environmental stewardship.

B Aspire to the highest levels of safety — for
our employees, contractors, customers
and communities.

® Build on our long history of support
for our communities, both culturally
and economically.

@ Work with our legislators and regulators to
create an environment that supports cost
recovery of our investments in infrastructure
and environmental controls.

Our customers, employees and shareholders
deserve nothing less.

This annual report describes our journey to
position DTE Energy for continued growth and
exceptional customer service. In the letter that
follows, Gerry Anderson, our president and
chief operating officer, will outline how we
intend to get there.

Thank you for your continued support as
we prepare for the exciting opportunities
before us.

Coloy 48211

Anthony F Earley Jr.
Chairman and Chief Executive Officer
February 29, 2008
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President’s Letter

Gerry Anderson, president and chief
operating officer.

in my letter to you last year, | said that we
were beginning a five-year plan to create
significant value for our shareholders. | said
we would grow our utilities an average of

&5 percent to 6 percent a year.

On the non-utility side, | said we would
benefit from strong past investments to
generate an estimated $800 million of
monetization proceeds in 2007.

We achieved our targets. Overall,

our utilities delivered solid earnings
performance. Although both utilities were
impacted by one-time computer system
start-up costs, they were able to deliver
near authorized return levels driven by cost-
control initiatives implemented through
yvear end. In addition, most of our non-utility
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President’s Letter

businesses saw earnings improvement last
year. Qur numbers tell a positive story:

B We achieved sclid overall utility results.
Detroit Edison and MichCon earned near their
authorized returns on equity and we continue
to target an 11 percent authorized return for
them in 2008 and beyond.

® Our non-utility businesses saw improvements
in all segments with the exception of Energy
Trading. This business returned to a more
normal earnings level in 2007 after record
trading gains in 2006. Our non-utility growth
was driven by higher gas storage and pipeline
revenues, increased unconventional gas
production in the Barnett Shale and improve-
ments in our power and industrial projects.

& The combination of non-utility asset sales
and synfuel proceeds generated $1.5 billion
in internat cash resources. This supported
approximately $500 million in parent-
company debt reduction and $725 million
in share repurchases.

& Qur attractive dividend yield of approximately
5 percent puts us ahead of most of our
peer companies.

QOur strategy for consistent growth is working.
While the fundamental tenets of that strategy
have not changed, we have intensified our focus
on growth in our utilities. Moving forward, they
are expected to generate more than 80 percent

of our net income, with annual growth of
5 percent to 6 percent per year through 2012.

What will drive this growth? Investment in
environmental controls, renewables, and new
generation capacity will give us the opportunity
to grow significantly over the next decade.

Emissions control equipment and technology is
fundamentally changing the face of our power
generation fleet, In some cases, we’re spending
more on emissions control equipment than

we did to originally build our plants. We spent
approximately $219 million in 2007 and expect
significant additional investments through 2018
to meet new emission-reduction requirements.

In addition, our investments in new generation
capacity could total billions of dollars. Michigan
needs one new baseload power plant by

2015 and more plants in the following years,
according to a study prepared for the Governor
and released by J. Peter Lark, previous chair of
the Michigan Public Service Commission.

We want to be part of the solution. We have
secured substantial blocks of land that could

be home to wind-powered generation, and we
expect to submit a license application for a new
nuclear unit at our Fermi 2 site. Both of these
potential investments could materially alter our
carbon dioxide {CO,) emissions. However, the
current regulatory environment in Michigan
discourages investments like these. This must
change now.

Comparison of Cumulative Five-Year Total Return

$300 Value of $100 Invested December 31, 2002
$250 — {Includes Reinvested Dividends}
$200 —

W DTE Energy Company

$ 50 — i . S&P 500 Indax
W S&P 500 Multi-Utilities Index
50 T T T T 1
2002 2003 2004 2005 2006 2007

1 Total Return To Shareholders (Includes Reinvestment of Dividends)

This graph indicates the performance of the

Base Indexed Returns
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company’s common stock for a five-year period as
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This is 6 historical reoresentats 0 as such DTE Energy Company $100 § 8956 $10297 $107.89 $12694 $120.56
fRIS 1S a msto preseniaiion and, ety S&P 500 Index $100 $12868 $14269 $14970 $17334 $182.86
is not indicative of future performance rvelative S&P 500 Multi-

to the indices. Utilities Index ~~ $100 $140.17 $167.11 $19558 $228.32 $253.12




While we're preparing the license application
for a new nuclear unit at Fermi 2, we won't
make the final decision to build until there is
more certainty around our ability to recover our
investment. We believe the best way to begin

is to reform Michigan’'s law governing electric
customer choice. It's also important that our
state adopt policies to encourage renewable
energy sources and energy efficiency.

QOur natural gas utility will grow through
infrastructure development and by broadening
our product offering to customers. We're
expanding our pipeline and gas storage capacity
to meet growing demand. We're also exploring
ways to reach previously untapped customers.

As we execute our utility growth agenda, we
must carefully balance investments, customer
affordability and customer satisfaction.

At the same time we're positioning our utilities
for growth, we're adjusting our non-utility
strategy toward an emphasis on value creation.

® We expect 10 sell a 50-percent interestin a
portfolio of 15 power and industrial projects.
When completed in 2008, this transaction is
expected to raise approximately $650 million
in pretax proceeds.

® We simplified our non-utility portfolio by
selling two natural gas peaker plants.

® We tapped the value of our unconventional
gas business by selling our Antrim Shale
holdings for pretax proceeds of $1.2 billion.

& We sold a portion of our Barnett Shale
gas properties in Texas for approximately
$250 million, yielding more than a 100-percent
return on our investment.

Qur year-end stock performance, however,
was a disappointment. Strong performance
earlier in the year was offset by investor
reaction in December to a number of company
announcements. These included a delay in our
power and industrial transactions and share
repurchase plan, as well as the release of 2008
earnings guidance. Today our 2008 outlook
has strengthened as a result of our solid 2007
results. As this annual report went to press,
our stock performance was once again building
momentum, outperforming the S&P 500 by

4 percent through February 2008,

Our new 107-acre Chicago Fuels Terminal provides
Juel blending, storage and transportation services.

| believe that the decade will be a period of
sustained investment growth for our company:

® Detroit Edison will grow its asset base through
investments in new capacity, renewables and
environmental controls.

® MichCon will grow as a result of tight natural
gas supplies that create new opportunities
for our gas exploration and production, and
storage and pipelines businesses.

# Qur non-utility businesses will focus on
building value. We plan to continue to build
our unconventional gas and gas midstream
businesses, grow our coal marketing and
transportation business, pursue more on-site
energy services, and build our landfill gas
recovery business.

| appreciate your confidence in our company
and look forward to a successful 2008.

Gerard M. Anderson

President and Chief Operating Officer
February 29, 2008
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Our customers expect that we are always here
— that the lights go on when the switch is flipped, and

the power comes back after a storm shuts it down.

. We are always here, in good weather and
Detroi‘t Edlson in bad, to provide the products and services
that our customers expect. Doing our job
y day and night - and doing it right — involves
y a vast network of employees, infrastructure
N and equipment. That's why Detroit Edison
expects to spend approximately $600 million
. annually over the next several years for
power plant efficiency, electric system
maintenance, reliability upgrades and line
clearance - all of which will bring direct
benefit to our customers.

R AR

Pole top maintenance work is completed

in conjunction with line clearance and

, ‘ ! , X/ incorporates visual inspections and

/' R ‘ . ahikidain thermal scans. To supplement these
FARR'E 1 B infrastructure upgrades, we're also working
‘ L on poor-performing pockets of circuits to

SN & - resolve complaints from customers who

A v 0 have frequent outages. A small percentage

X of transformers are behind a majority of
P . these complaints.

b

A “We want to find the root cause of these
outages and make the corrections necessary
to improve performance,” says Joe Matusz,
senior engineering specialist.

' et S Overall, our electrical system is one of the
oy ' " most reliable in the nation. Detroit Edison
i - ranks in the first quartile of utility companies
i N AN with the fewest system interruptions when
X compared with more than 95 other utilities
across the U.S. and Canada. Continuing
line clearance and pole top maintenance
’ work, and concentrating on other reliability

<4 +

Here at the Monroe Power Plant, Claire Jennings,
an environmental compliance specialist, tests
air samples. For more on what DTE Energy

does to monitor the impact of our operations

and keep the environment safe for our customers,
visit our Corporate Responsibility Report at
dteenergy.com/crreport
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programs, such as breaker replacement and
secondary power line improvements, are all
part of our commitment to deliver the energy
our customers need, when they need it.

Electric reliability is critical in satisfying our
customers, but it's not the only driver. We
recognize that all of the work we do — whether
it's in an office, a power
plant, in the field or on the
phone - affects the quality
of our service. And we're
working hard to improve.

We spent the early months
of 2007 taking a hard look
at our customer service

Visit us online at
dteenergy.com
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practices to identify improvement opportunities,
then implemented changes. We added a
touchtone option to our automated telephone
system and enhanced the training of our
customer representatives. We revised some
payment policies and processes to better

meet the needs of customers struggling to

pay their bills. We created more effective
customer communications.

This is just the beginning. Our goal is to exceed
the expectations of our customers who want
reliable service at a good price, helpful and
courteous treatment, and clear communications
by a company that cares. We intend to give
them that — and more.

DTE Energy Annual Report 2007 1



The statistics are staggering. 7,000 tons of structural steel and ductwork.
3.5 million labor hours. Approximaltely $219 million spent in 2007,

Detroit Edison

Installation of emissions control equipment and
technologies are fundamentally changing the
face of Detroit Edison’s power generation fleet.

The Monroe Power Plant, located near the
shores of Lake Erie, has four power-generating
units that produce more than 3,000 megawatts
of electricity. Monroe is one of the nation’s
largest and most efficient coal-fired plants,
comprising nearly 30 percent of Detroit
Edison’s capacity. Adding selective catalytic
reduction equipment, or SCRs to the units, will
help reduce 90 percent of nitrogen oxide (NOx)
emissions. Other equipment will control more
than 95 percent of sulfur dioxide emissions
and reduce mercury emissions 80 percent,
with further reductions planned.

Detroit Edison’s cleanest electric generating
asset is the 1,130 megawatt Fermi 2 nuclear
power plant. Nuclear energy is safe, cost
effective and does not emit carbon or other
greenhouse gases. We believe it, along with
an expansion of our renewable investments,
is the best option to meet our state’s growing
needs and emerging carbon restraints. We're
currently preparing a license application to
build a second nuclear unit at our Fermi 2

site, although the state’s current regulatory
structure contains stumbling blocks to new
plant construction. The partially regulated and
partially competitive structure in Michigan must
change to provide the certainty required for
new power plant investments.

with an estimated investment of $2.4 billion through 2018.

Environmental installations at the Monroe Power
Plant will help us reduce o majority of nitrogen
oxide and sulfur dioxide emissions. More than
400 permanent and 500-800 temporary
construction workers are assigned Lo the project,
making the plant one of the largest employers

and taxpayers in Monroe County.




At DTE Energy, we believe that our
obligation to serve our customers and the
community goes beyond the delivery of safe,
reliable and economical energy products and
services. We are commiitted to enhancing

the quality of life for today’s society

and future generations. Environmental
stewardship and conservation of the

earth’s natural resources is at the heart

of that commitment. For DTE Energy,
environmental stewardship starts with
operating our facilities, land and equipment
in a manner that complies with or exceeds
governmental standards and is protective

of our employees, customers and
surrounding communities.

It is our responsibility to produce readily
available, affordable energy today while
providing a cleaner, greener world tomorrow.
This philosophy drives the environmental
programs that we support.

Detroit Edison’s GreenCurrents renewable
energy program, for example, encourages
generation of electricity from wind, biomass
and other sources. More than 6,800 customers
enrolled for GreenCurrents in 2007. Three

]

Visit us online at
dteenergy.com

Michigan-based companies, one of which

turns cow manure into usable electricity, supply
GreenCurrents. Sites in the Thumb area of

the state are also being tested for possible
wind-energy production.

All of Detroit Edison’s coal-fired power plants,
the Fermi 2 nuclear plant, several MichCon
facilities and other organizations within

DTE Energy, either currently do, or soon will
meet certification requirements of IS0 14001, an
international quality standard for environmental
management systems (EMS). EMS is the

name given to the continual cycle of planning,
implementing, reviewing and improving the
environment. While each of our DTE Energy
facilities already follows an EMS to ensure

that we are in compliance with environmental
regulations at the federal, state and local levels,
ISO 14001 raises the bar. With 1SO 14001,
employees share their best environmental
practices, systematically reduce waste and
achieve greater operational efficiency.

The Energy Partnership group, a team of highly
experienced energy efficiency engineers within
Detroit Edison, was formed in 1993. Since then,
it has helped large industrial customers reduce
their annual energy consumption by as much as
20 percent. Forty-nine on-site energy experts
and 11 engineers work on targeted projects

for industrial customers, auto companies and
suppliers, and other sites across the country.

On the streets, we're making our fleet of vehicles
“green” too. In 2007, we purchased a hybrid lift
bucket truck. A hybrid bucket truck can operate
up to four hours without running its diesel
engine, and the truck can provide 25 kilowatts
of power to a facility in an emergency. We're
also investing in additional hybrids, which

use less gasoline and reduce carbon dioxide
emissions. All 800 diesel vehicles in Fleet
Operations - including construction equipment,
coal handling vehicles, bucket trucks and other
light-duty vehicles - will use a biodiesel/diesel
fuel blend. "Biodiesel is the best greenhouse
gas mitigation strategy for today’s medium- and
heavy-duty vehicles, and it's helping us move
toward a greener fleet,” says Doug Malcolm,
manager, Fleet.

DTE Energy Annual Report 2007 9




MichCon is always here — providing peace
| of mind to our customers in the more than

‘ 500 communities that we serve.

MiichComn

Here, customer and DTE Energy employee Pat Rankin
talks with Thomas Palamera, a distribution general
fitter, while Jose Bermudez and Venson Buggs,
distribution general fitters, begin the work that
ensures hazardous leaks are eliminated quickly. For
more on safety and our operalions, visit our Corporate
Responsibility Report at diteenergy.com/crreport



We touch our customers’ lives every day
with the products and services that we offer.

Customers like Pat Rankin. In February of
2007 Rankin’s neighbor smelled gas, so he
called MichCon. Arriving home from his job
that evening, Rankin saw a MichCon team
working on the front lawn leading to his gas
meter. Laboring through frozen ground and
frigid temperatures, the team had Rankin’s
house heated by 10 p.m. that night. “With three
kids, ages 6, 3 and 9 months old, it makes the
MichCon team's hard work that much more
appreciated. The team’s efforts through the
evening heated my home again,” Rankin says.
Overall customer satisfaction with MichCon
showed significant improvement in 2007.

We've made safety for both customers and
employees a top priority in our operations.
Each year, we monitor MichCon’s vast network
of underground pipelines that carry natural gas
from production and storage facilities to homes
and businesses throughout the state.

MichCon’s service area is 14,700 square miles. There are
gathering pipelines and 18,390 miles of distribution m

We voluntarily install excess flow valves on

as many residential service lines as possible
throughout our high-pressure distribution
network. If a service line is severed, the excess
flow valve is designed to automatically shut off,
protecting customers from uncontrolled gas
leakage until we can make the proper repairs.
In addition, our high-pressure transmission
pipelines receive detailed
attention to ensure
continuing safe service.
Special instruments

are used to assess the
condition of the pipeline,
to check for corrosicn
outside and inside of the

Visit us online at
dteenergy.com
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2 471 miles of transmission and
Jin pipelines in our terri'i.l,ory.

pipe, and to address any threats to safety
from either the physical environment or by
human activity.

We also use sensitive leak-detection equipment
to make sure that all of our pipelines operate
safely — all the time. Surveys and patrols are
conducted on foot, from vehicles and from the
air to monitor leaks and construction activity or
development encroachment in the pipeline right
of way. These programs and others focus on
safety for our customers and our employees,

24 hours a day, seven days a week.

Employees were behind the dramatic turnaround
in MichCon's safety record from 2005 to 2007.
Performance in employee safety went from
third-quartile to first-decile, as measured against
our American Gas Association industry peers.
We understand that we can't achieve our overall
growth targets without the full support of our
employees, 50 we're intent on creating a safe
and positive environment where they can do
their best work every day.

DTE Energy Annual Report 2007 1
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Leatha Blessingame
has been a long-time
Home Protection
Plus customer. Here, :
she talks with service
technician John Oman.

The “Home Protection Plus” (HPP) appliance
maintenance plan uses a dedicated team of
skilled technicians to make same-day service
repairs. Qur customers trust us and know

that we’ll respond in an emergency, when

their furnace breaks down, or if they report
another HPP-covered appliance breakdown. We
respond immediately as part of our unwavering
commitment to meet our customers’ needs.

At the same time we're focusing on our internal
operations, we've also increased our natural
gas storage capacity and used technology to
access base gas that has existed in our fields
since they were first developed. Through a
settlernent with the Michigan Public Service
Commission, we can now sell this excess
storage inventory and base gas outside of
our service territory in Michigan, and to other
states. This opens new markets to us and
benefits our customers because their share of
the gas has led to a reduction in our gas cost
recovery (GCR) factor. The average MichCon
residential customer will save about $45 as a
result of this agreement, depending on trends
in natural gas prices.
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MichCon’s objective during this time frame
is to deliver a return on equity of 11 percent
and cash from operations that could average
$165 million per year, including proceeds
from our storage base gas sales.

New compression facilities at our Belle River
Mills and West Columbus storage fields are part
of a $76 million improvement project that began
in 2007. Belle River Mills improvements include
additional horsepower and compression,

a new high-capacity hydrocarbon removal
plant, additional new horizontal wells, an
interconnection with the existing gathering
system and station modifications. The West
Columbus improvements include station
modifications, additional wells and a new ‘
24-inch, 2.8-mile system gathering loop. |
The work, when completed in 2008, will
further expand our storage capabilities by
17 billion cubic feet and improve system
operation and flexibility.

MichCon provides safety information to
customers, public officials and the general public
located in the vicinity of our pipelines through
bill inserts, mailings, emergency planning
meetings and at my.dieenergy.com. For more on
DTE Energy’s safety record, visit our Corporate
Responsibility Report at diteenergy.com/crreport




“We are dedicated to supporting
programs that strengthen the
fabric of our communities by
developing the potential of our
residents, institutions and
infrastructure.” - DTE Energy
Foundation mission statement

At DTE Energy, we believe that people
everywhere generally want the same things
- quality communities in which to live and
work, a chance to live in harmony with

their neighbors, the ability to excel in their
livelihoods, a clean environment to pass on
to future generations, and, most importantly,
a sincere desire to make their community

a better place.

And, because improving the quality of life

in the communities we serve requires
reliable supplies of competitively priced
energy, our ability to meet this need is
dependent on the efforts of our highly
skilled workers. The DTE Energy Foundation,
the philanthropic arm of our company,
targets its support to programs that
encourage an interest in and develop the

Visit us online at
dteenergy.com

skills needed to succeed in an increasingly
competitive energy industry.

Demand is growing for highly skilled workers
and it is becoming essential for Michigan
students to have a solid grounding in math.
The DTE Energy Foundation awarded $385,000
in grants to Michigan middle schools under

its new competitive Math Enrichment Grant
Program, launched in 2007. Ranging from
$4,000 to $50,000, the grants were awarded

to 20 schools located throughout our Michigan
service territory. Awards were made to
support innovative new programs or expand
existing programs.

Overall, the DTE Energy Foundation awarded
nearly $7.6 million to a variety of community
and civic organizations in 2007.

Our employees volunteer year-round too, in
their neighborhoods and communities, and
through the Walter J. McCarthy Jr., Awards for
Volunteer Leadership. These awards were
established to honor Detroit Edison’s fourth
chairman of our board of directors. Employees
who volunteer a minimum of 40 hours per
year, and retirees who volunteer a minimum
of 80 hours per year, are eligible to receive
grants of up to $5,000 for the organizations
they support.

Today, our employees volunteer for, and bring
their skills to, a variety of programs such as

the Muskegon Heat - where Laneta Paskel, a
Call Center Representative in Kentwood, Mich.,
volunteers with youth to develop basketball
and social skills. David Asselin, a maintenance
journeyman electrician at the Belle River Power
Plant, volunteers for Pheasants Forever, where
he designs habitat projects for landowners.

The DTE Energy family of companies provides
products and services that not only enhance,
but are essential to, the quality of life of the
communities we serve. As such, we feel we
must play a leading role.

We focus our contributions and involvement
in support of initiatives and programs that
are dedicated to developing the human and
economic potential of the communities

we serve.
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Our energy-related non-utility businesses capitalize on
our utility experience and skills. We continually look for

new ways to create premium value for our shareholders.

Non-Utility Businesse

We are on site, managing and operating
the power plants at two airports and

18 automoltive facilities across the country.
Here, Brian Lo-Tempio, Chief Engineer,
Tonawanda Operations, discusses chilled
water and wastewater treatment al an
automotive engine manufacturing complex
in Tonawanda, N.Y.
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In 2007, we simplified our non-utility portfolic
to maximize its value. We sold two of our
four peaker plants and began transactions to
sell a 50-percent interest in a select portfolio
of power and industrial projects. We also
sold our unconventional gas properties in
Michigan for more than $1.2 billion in 2007
and sold a portion of our unconventional gas
properties in Texas for $250 million in 2008.
We've retained 44,000 acres in the western
Barnett Shale for continued development.

We own and manage a network of natural gas
storage facilities and transmission pipelines
that provide additional opportunities for
growth. Our interests in the Vector and
Millenniurn pipelines — serving the Midwest
and Northeast markets — are well positioned
to take advantage of growing demand.
Expansion of Vector is under way and
Millennium is under construction.

To accommodate this pipeline growth, we've
invested over $100 million since 2004 to

double the capacity of our Washington 10
and 28 storage fields which are located along
the MichCon and Vector pipelines in Michigan.

We are one of the leading operators of
natural gas storage in North America.

Ancther area with strong growth
potential is our business
serving the steel industry.
Our three pulverized coal
injection and three coke
battery projects help
customers realize cost
savings by substituting
their products for

Visit us online at
dteenergy.com

higher-priced natural gas, oil and industrial coke.
We plan to close a deal to purchase an additional
coke battery in 2008.

We've also uncovered new opportunities to
help pulp and paper mills significantly reduce
their energy costs. We supply three mills with

ptlverized petroleum coke as a replacement fuel.

Over the last 10 years we have developed
significant coal transportation, marketing and
trading businesses. We intend to grow our
position through acquisitions and development
of our existing assets. A first step in executing
this strategy was the opening of our Chicago
Fuels Terminal in April 2007. This full-service
facility provides transportation and logistical
support for inbound and outbound deliveries
of coal and other solid fuels via rail, barge
and truck.

Overall, our non-utility businesses benefit from
our utility expertise as we continue to create
value for our shareholders.
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Board of Directors

DTE Energy’s Board of Directors is committed
to creating long-term value for its shareholders
while operating in an ethical, legal, environmen-
tally sensitive and socially responsible manner.
Toward that goal, the board performs a number
of functions for the company, including:

® Selection of company leaders.
B Qversight of company management.

m Regular assessment of the effectiveness of
management policies and decisions, including
management’s development and execution of
the company’s strategies.

Anthony F. Earley Jr., 58, has been chairman of
the board and chief executive officer since 1998
and was also DTE Energy's president and chief

operating officer from 1994 - 2004. He joined the
company in 1994, and that same year was elected

to the board.

Lillian Bauder, 68, is the retired vice president
of Masco Corporation. From 1996 through
December 2005, she served as vice president of

corporate affairs, Masco Corporation and as vice
president, Masco Corporation from January 2006

through December 2006. Bauder was elected to
the DTE Energy Board in 1986. (C, N)

W. Frank Fountain Jr., 63, is the senior vice
president of external affairs and public policy
at Chrysler LLC. He joined Chrysler Corp. in
1973 and has held top leadership positions in
the company's corporate controller’s office,
treasurer'’s office and government affairs office
in Washington, D.C. He was elected to the

DTE Energy Board in 2007. (P}

Allan D. Gilmour, 73, is the retired vice
chairman of Ford Motor Company. He served
as vice chairman from 1992 to 1995, and then
again from 2002 until his retirement from Ford
in 2005. He was elected to the DTE Energy
Board in 1995. Mr. Gilmour is currently the
DTE Energy Board Presiding Director. (C, F, O)

Alfred R. Glancy lll, 70, has been the director of
Unico Investment Company since 1974 and its
chairman since 2000. He has been chairman,
Unico Investment Group LLC since January
2007. He is the retired chairman and chief
executive officer of MCN Energy Group Inc.,
serving from 1988 through 2001. He joined the
DTE Energy Board in 2001. (F, P)

Frank M. Hennessey, 70, has been chairman
and chief executive officer of Hennessey Capital
LLC since 2002. He is the former chairman of
Emco Limited and vice chairman and chief
executive officer of MascoTech Inc. He joined
the DTE Energy Board in 2001. (A, O)
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Committee membership:

A - Audit

C - Corporate Governance

F - Finonce

N - Nuclear Review

O - Organization and Compensation
P - Public Responsibility




Pictured from top left are: W. Frank Fountain,
Allan Gilmour, Frank Hennessey, Alfred Glancy,
John Lobbia, Lillian Bauder, Josue Robles,

James Vandenberghe, Tony Earley, Ruth Shaw,
Fugene Miller, Charles Pryor, and Gail McGovern.

John E. Lobbia, 66, is the former chairman and
chief executive officer of DTE Energy. He retired
in 1998. He joined the company in 1965 and

has served on the DTE Energy Board since
1988. (F, N}

Gail J. McGovern, 56, is a professor at the
Harvard Business School. Prior to that, she was
president of Fidelity Personal Investments and
executive vice president of consumer markets,
AT&T. She was elected to the DTE Energy Board
in 2003. (F, P}

Eugene A. Miller, 70, is the retired chairman,
president and chief executive officer, Comerica
Inc. and Comerica Bank. He retired in 2002.
Miller has served on the DTE Energy Board
since 1989. (C, F, O)

Charles W. Pryor Jr., 63, has been chairman,
Urenco Investments Inc. since January 2007
and was the president and chief executive
officer of Urenco Investments Inc. from 2003 to
2006. Prior to that, he was the chief executive
officer of Utility Services Business Group of
BNFL and the former chief executive officer of
Westinghouse Electric Company. He has served
on the DTE Energy Board since 1999. (F, N)

Josue Robles Jr, 62, is the President and
CEO of the United Services Automobile
Association (USAA) and the former
executive vice president, chief financial
officer and corporate treasurer. A retired
U.S. Army Major General, Robles served
over 28 years in the military, including
assignments as budget director for the
Pentagon and Commanding General,

1st Infantry Division, The Big Red One.
He was elected to the DTE Energy Board
in 2003. (A, P

Ruth G. Shaw, €0, is a former executive
of Duke Energy, and is currently serving
as executive advisor to the company's

chairman, president and CEQ. Shaw joined

Duke Energy in 1992, and held a number
of executive positions, including president
of the Duke Energy Foundation, president
and CEQ of Duke Power Co. and president
of Duke Nuctear. Prior to joining Duke

Power, Shaw served as president of Central
Piedmont Community College in Charlotte,

N.C., and president of El Centro College
in Dallas, Texas. Shaw joined the
DTE Energy Board in 2008. {N)

James H. Vandenberghe, 58, has been

vice chairman, Lear Corporation since 1998.

He was elected to the DTE Energy Board
in 2006. (A, C)

Visit us online at
dteenergy.com
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“T will work aggressively to ensure
that we enter into this next
investment cycle with a stable
balance sheet that gives us flexibility
to execute our growth plan.”

Chief Financial Officer’s Letter

Our company'’s financial goals are unchanged:

®m Provide consistent returns to shareholders
every year.

B Maintain a strong balance sheet with flexibility
to execute our growth plans.

® Manage our costs and capital expenses to
minimize future rate increases.

What has changed is the larger role Detroit

Edison and MichCon will play in achieving these
objectives. OQur two utilities have an opportunity

to significantly grow net income as we accelerate
the pace of capital investments to improve system
infrastructure, meet environmental mandates and
build new generation. Our goal is to generate as
much as 80 percent to 90 percent of our net income
from our utilities, with 10 percent to 20 percent
coming from our non-utility businesses.

To begin this shift, in 2007 we continued our
very successful restructuring of our non-utility
businesses. Actions to simplify our portfolio
will generate an estimated $1.7 billion in cash
by early 2008. We will use this cash to return
value to shareholders by repurchasing $1 billion
in company stock by year end 2008, and by
retiring approximately $700 million in parent-
company debt.

To be successful, we must aggressively manage
our costs, improve our customer service, and
rmaintain a constructive relationship with

our regulators.

1

1

Dave Meador, executive vice president and
chief financial officer.

We devoted significant time and energy to
continuous improvement over the last two

years to help offset the major capital investments
under way, or in planning. We identified more
than $300 million in cost reductions, with approxi-
mately two-thirds of those initiatives already
implemented. This effort was just the beginning.

We are continuing to target performance improve-
ments and cost reductions as a way to carefully
manage future rate increases. We're sensitive to
the impact of our rates on customers and we're
doing everything we can to keep them affordable.

We expect to create significant value for our
sharehaolders over the next five years and
beyond. | am committed to attaining 5-percent to
6-percent utility earnings growth and supporting
investments in non-utility businesses focused

on maximizing sharehoider value.

| am proud of our long track record of providing
shareholders with a consistently attractive
dividend yield. This trend continued in 2007
and as our utility earnings grow, we will
consider future dividend increases.

Sincerely,

DY oP e WA

David E. Meador
Executive Vice President and
Chief Financial Officer




DTE Energy Company

|

Management's Discussion and Analysis of Financial Conldition and Results of Operations

Overview

DTE Energy is a diversified energy company with 2007 operating
revenues in excess of $8 billion and approximately $24 billion in
assets. We are the parent company of The Detroit Edison Company
(Detroit Edison) and Michigan Consolidated Gas Company (MichConl,
regulated electric and gas utilities engaged primarily in the business
of providing electricity and natural gas sales, distribution and
storage services throughout southeastern Michigan. We operate
four energy-related nan-utility segments with operations throughout
the United States.

The following table summarizes our financial results:

fin Mitlions, except Earnings per Share) 2007 2006 2005
Income from Continuing Operations § 787 § 383 § 272
Earnings per Diluted Share $ 462 $ 218 § 155
Net Income $ 9N $ 433 & 537
Earnings per Diluted Share $ 570 $ 243 § 305

The increase for 2007 was primarily due to approximately $370 million
in net income resulting from the gain on the sale of the Antrim shale
gas exploration and production business of $300 miilion ($580 million
after-tax, partially offset by losses recognized on related hedges

of $323 million {$210 million after-tax}, including recognition of
amounts previously recorded in accumulated other comprehensive
income. Net income in 2006 was adversely impacted by the
temporary idling of synfuel plants along with associated impairments
and reserves, and higher levels of deferrals of potential gains from
selling interests in the synfuel plants. impairments within our Power
and Industrial Projects segment also had a negative impact on the
results of the 2006 period. The 2006 decrease was partially offset
by higher earnings at Detroit Edison, and Energy Trading segment
mark-to-market losses in 2005 that did not recur in 2006.

The items discussed below influenced our current financial
performance and/ar may affect future results:

B Effects of weather and collectibility of accounts receivable on
utility operations;

Impact of requlatory decisions on our utility operations;
Monetization of our Unconventional Gas Production business;
Manetization of our Power and Industrial Projects business;
Resuits in our Energy Trading business;

Synfuel-related earnings; and

{Cost reduction efforts and required environmental and reliability-
related capital investments.

Utility Operations

Our Electric Utility segment consists of Detroit Edison, which is
engaged in the generaticn, purchase, distribution and sale of electricity
to approximately 2.2 million customers in southeastern Michigan.

Our Gas Utility segment consists of MichCon and Citizens Gas Fuel
Company (Citizens). MichCon is engaged in the purchase, storage,
transmission, distribution and sale of natural gas to approximately
1.3 million residential, commercial and industrial customers throughout
Michigan. MichCan also has subsidiaries involved in the gathering and
transmission of nztural gas in northern Michigan. Citizens distributes
natural gas in Adrian, Michigan to approximately 17,000 customers.

Weather — Eamings from our utility operations are seasonal and very
sensitive to weather. Electric utility eamings are primarily dependent
on hot summer weather, while the gas utility’s results are primarily
dependent on cold winter weather. Restoration and other costs
assqciated with storm-related power outages lowered pre-tax earmings
by $68 million in 2007, $46 million in 2006 and $82 miilion in 2005.

Receivables — Both utilities continue to experience high levels of
past due receivables, especially within our Gas Utility operations,
which is primarily attributable to economic conditions and a lack of
adequate levels of govemmental assistance for low-income customers.

We have taken aggressive actions to reduce the level of past due
receivables, including increasing customer disconnections, contracting
with collection agencies and working with the State of Michigan
and others to increase the share of low-income funding allocated to
our customers. In 2006, we sold previously written-off accounts of
$43 million resulting in a gain and net proceeds of $1.9 million. The
gain was recorded as a recovery through doubtful accounts expense,
which is included within Operation and maintenance expense.

Our doubtful accounts expense for the two utilities increased to
$135 million in 2007 from $123 million in 2006 and from $98 million
in 2005.

The Agpril 2005 Michigan Public Service Commission (MPSC) gas rate
order provided far an uncollectible true-up mechanisi for MichCon.
The uncollectible true-up mechanism enables MichCon to recover
ninety percent of the difference between the actual uncollectible
expense for each year and $37 million after an annual reconciliation
proceeding before the MPSC. The MPSC approved tha 2005 annual
reconciliation in December 20086, allowing MichCon ta surcharge
$11 million beginning in January 2007. The MPSC approved the
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2006 annual reconciliation in December 2007, allowing MichCen to
surcharge $33 million beginning in January 2008, We expect to file
the 2007 reconciliation in the first quarter of 2008 requesting an
additional surcharge of approximately $33 million including the
uncollected balance from 2005 surcharge. We accrue interest
income on the outstanding balances.

Regulatory activity — Detroit Edison filed a general rate case on
April 13, 2007 based on a 2006 historical test year. The filing with
the MPSC requested a $123 million, or 2.9 percent, average increase
in Detroit Edison’s annua! revenue requirement for 2008. On August
31, 2007, Detroit Edison filed a supplement to its April 2007 rate
case filing to account for certain recent events. A July 2007 decision
by the Court of Appeals of the State of Michigan remanded back to
the MPSC the November 2004 order in a prigr Detroit Edison rate
case that denied recovery of merger control premium costs. Also,
the Michigan legislature enacted the Michigan Business Tax {MBT}
in July 2007. The supplemental filing addressed the recovery of the
merger control premium casts and the enactment of the MBT. The
net impact of the supplemental changes results in an additional
revenug requirement of approximately $76 million. On February

20, 2008, Detroit Edison filed an update to its April 2007 rate case
filing. The update reflects the use of 2009 as the projected test year
and includes a revised 2009 load forecast, and 2009 estimates on
environmental and advanced metering infrastructure capital
expenditures, and adjustments to the calculation of the MBT. See
Nate 5 of the Notes to Cansolidated Financial Statements.

The MPSC issued an order on August 31, 2006 approving a
settlement agreement providing for an annualized rate reduction of
$53 million for 2006 for Detroit Edison, effective September 5, 2006.
Beginning January 1, 2007, and continuing until April 13, 2008, one
year from the filing of the general rate case on April 13, 2007, rates
were reduced by an additional $26 million, for a total reduction of
$79 million annually. Detroit Edison expertenced a rate reduction
of approximately $76 million in 2007, as a result of this order. The
revenue reduction is net of the recovery of costs associated with
the Performance Excellence Process. The settlement agreement
provides for some level of realignment of the existing rate
structure by allocating a larger percentage of the raie reduction

ta the commercial and industriat customer classes than to the
residential customer classes.
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[n August 2006, MichCon filed an application with the MPSC
requesting permission to sell base gas that would become
accessible with storage facilities upgrades. In December 2006,
MichCon filed its 2007-2008 Gas Cost Recovery (GCR) plan case
proposing a maximum GCR factor of $8.49 per thousand cubic feet
{Mci) of gas. In August 2007, a settlement agreement in this
proceeding was approved by the MPSC that provides for a

sharing with custamers of the proceeds from the sale of base gas.

In addition, the agreement provides for a rate case filing moratorium
until January 1, 2009, unless certain unanticipated changes occur
that impact income by more than $5 million. MichCon’s gas storage
enhancement projects, the main subject of the aforementioned
setttement, will enable 17 billion cubic feet (Bef) of gas to become
available for cyeling. Under the settlement terms, MichCon delivered
13.4 Bef of this gas to its customers through 2007 at a savings to
market-priced supplies of approximately $54 million, This settlement
provides for MichCon to retain the proceeds from the sale of 3.6 Bcf
of gas, which MichCan expects to sell in 2007, 2008 and 2009. In
the fourth quarter of 2007, MichCon sold .75 Bcef of base gas and
recagnized a pre-tax gain of $5 million. By enabling MichCon to
retain the profit from the sale of this gas, the settlement provides
MichCan with the opportunity to earn an 11% return on equity with
no customner rate increase for a period of five years from 2005 to 2010.

Coal Supply — Our generating flest produces approximately 79% of
its electricity from coal. Increasing coal demand from domestic and
international markets has resulted in significant price increases. In
addition, difficulty in recruiting workers, obtaining environmental
permits and finding economically recoverable amounts of new coal
has resulted in decreasing coal output from the central Appalachian
region. Furthermare, as a result of environmental regulation and
declining eastern coal stocks, demand for cleaner burning western
coal has increased. This increased demand for western coal has
also resulted in a corresponding demand for western rail shipping,
straining railroad capacity and resulting in longer lgad times for
westem coal shipments.

Nuclear Fuel — We operate ane nuclear facility that undergoes a
periodic refueling outage approximately every eighteen months.
Uranium prices have been rising due to supply concems. In the
future, there may be additional nuclear facilities constructed in the
industry that may place additional pressure on uranium supplies and
prices. We have a cantract with the U.S. Department of Energy (DOE)
for the future storage and disposal of spent nuclear fuel from Fermi
2. We are obligated to pay the DOE a fee of 1 mill per kWh of Fermi
2 electricity generated and sold. The fee is a component of nuctear
fuel expense. Delays have occurred in the DOE's program for the
acceptance and disposal of spent nuclear fuel at a permanent
repository. Until the DOE is able ta fulfill its obligation under the
contract, we are responsible for the spent nuclear fuel storage.

We have begun work an an on-site dry cask storage facility. We

are a party in the litigation against the DOE for both past and future
costs associated with the DOE's failure to accept spent nuclear fuel
under the timetable set farth in the Federal Nuclear Waste Policy
Act of 1982.




Non-Utility Operations

We have made significant investments in non-utility asset-intensive
businesses. We employ disciplined investment criteria when
assessing opportunities that leverage our assets, skills and
expertise. Specifically, we invest in targeted energy markets with
attractive competitive dynamics where meaningful scale is in
alignment with our risk profile. A number of factors have impacted
our non-utility businesses, including the effect of oil prices on the
synthetic fuel business, losses and impairments from certain power
generation assets, waste coal recovery and landfill gas recovery
busingsses, and earnings volatility in our energy trading business.
As part of a strategic review of our non-utility operations, we have
taken and continue to pursue various actions including the sale,
restructuring or recapitalization of certain non-utility businesses that
generated approximately $900 million in after-tax cash proceeds

in 2007 and is expected to generate an additional $800 million in
2008. See Note 3 of the Notes to Consolidated Financial Statements
for information on the sale of our Antrim shale gas exploration and
production business in northern Michigan, the sale of a portion of
our Barnett shale properties and the pending financing and sale of
a 50 percent ownership interest in select projects within the Power
and Industrial Projects segment.

Coal and Gas Midstream

QOur Coal and Gas Midstream segment consists of Coal Transportation
and Marketing and the Pipelines, Processing and Storage businesses.

Coal Transportation and Marketing provides fuel, transportation,
storage, blending, and rail equipment management services, We
speciatize in minimizing fuel costs and maximizing reliability of
supply for energy-intensive customers. Additionally, we participate
in coal marketing and coal-to-power tolling transactions, as weli as
the purchase and sale of emissions credits. We perform coal mine
methane extraction, in which we recover methane gas from mine
voids for processing and delivery to natural gas pipelines, industrial
users, or for small power generation projects. In 2008, we expect to
see a decrease in net income since approximately $11 million of our
2007 Coal Transpartation and Marketing net income was dependent
upon our Synfue! operations that ceased operations at the end of
2007. We plan to continue to build our capacity to transport greater
amounts of western ¢oal, and have expanded our coal storage and
blending capacity with the start of commercial operatian of our coal
terminal in Chicago in April 2007.

Pipelines, Processing and Storage owns a partnership interest in
two interstate transmission pipelines, four carbon dioxide pracessing
facilities and two natural gas storage fields. The pipeling and storage
assets are primanily supported by stable, long-term, fixed-price reverue
contracts. The assets of these businesses are well integrated with
other DTE Energy operations. Pursuant to an operating agreement,
MichCon provides physical operations, maintenance and technical
support for the Washington 28 and Washington 10 storage facilities.

Pipelines, Processing and Sterage is continuing its steady growth
plan of expansion of storage capacity, with two new expansions
and the expanding and building ot new pipeline capacity to serve
markets in the Midwest and Northeast United States.

Unconventional Gas Production

QOur Unconventiona! Gas Preduction business is engaged in natural
gas exploration, development and production primanily within the
Bamett shale in north Texas.

in 2007, we sold our Antrim shale gas exploration and praduction
business in the narthern lower peninsula of Michigan to Atlas Energy
Resources LLC for gross proceeds of $1.262 billion. See Note 3 of the
Notes to Consolidated Financial Statements.

In 2007, we continued to develop our position in the Barnett shale
basin in north Texas, where our total ieasehold acreage (after the
January 2008 sale referred to belaw) is 63,541, net of impairments
(58,742 acres, net of interest of others). We continue to acquire
select acreage positions in active development areas in the Barnett
shale to optimize our existing portfolio.

Our Unconventional Gas Production segment recorded pre-tax
impairment losses of $27 million in 2007, related to the write-off

of unproved properties and expiration of leases in Bosgue County,
which is located in the southern expansion area of the Barnett shale
basin in north Texés. The properties were impaired due to the lack of
economic and cperating viability of the southern expansion area. Sea
Note 4 of the Notes to Consolidated Financial Statements.

As a component of our risk management strategy for our Barnett
shale reserves, we hedged a portion of anticipated production

from cur reserves 1o secure an attractive investment return. As

of December 31, 2007, we have a series of cash flow hedges for
approximately 5.5 Bcf of anticipated Barnett gas production through
2010 at an average price of $7.48 per Mcf,

In August 2007, we announced that we were exploring opportunities
to monetize a portion of our interests in the Baimett shale. On
January 15, 2008, we sold a portion of our Bamnett shale properties
for gross proceeds of approximately $250 million, subject to post-
closing adjustments, The Company will recognize a gain on the sale
in the first quarter of 2008. The properties in the sale include 186 Bcf
of proved and probable reserves on approximately 11,000 net acres
in the core area of the Bamett shale.

We plan to retain our holdings in the western portion of the Barnett
shale and anticipate significant opportunities to develop our current
position while accumulating additional acreage in and around our
existing assets.

Current natural gas prices and successes within the Earnett shale
are resulting in additional capital being invested into the area.
The competition for opportunities and goods and services may
result in increased operating costs. However, our experienced
Barnett shale personnel provide an advantage in addressing
potential cost increases.
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2007 2006 2005
Jexas - Barnett Shate
Net Producing Wells
Held for sale 3 27 8
Continuing operations 120 83 47
Total 153 110 85
Production Volume (Befe)
Held for sale 47 28 0.4
Continuing operations 30 1.3 0.4
Total 1.7 4.1 0.8
Proved Reserves (Befe) {1)
Held for sale 75 60 n
Continuing operations 14 m 48
Total 219 m 59
Net Developed Acreage (1)
Held for sale 4,987 3977 1,349
Continuing operations (2) 9,880 10,693 13,018
Total 14,867 14,670 14,367
Net Undeveloped Acreage (1)
Held for sale 5,809 6,164 7,801
Continuing operations {2) 38,066 27,613 13,495
Total 43,875 33,717 21,296
Capital Expenditures {in Millions} (3}
Held for sale $ 4 $ 67 § 19
Continuing operations 95 61 16
Total $ 140 $ 128 § 95
Future Undiscounted Net

Cash Flows (in Millions} {4}

Held for sale $ 282 $ 167 § B3
Continuing operations 521 305 266
Total $ 803 $ 472 3 329
Average gas price (per Mcf) $ 629 % 566 $ 9.01

{1) Due to the impairment of acreage and wells in the southem expansion area of the Bamett shale
during 2007, the proved reserves and acreage numbers above da not includa the southern area.
Total net acreage related to impaired leases in the southem expansion area was 23,659 acres,
32083 acres and 40,332 acres for the years 2007, 2006 and 2005, respectively.

{2) Developed acreage for continuing oparations shows a decrease from prior periods, which
reflects the Company's experience that spacing of wells in the Bamett shale has been reduted
over the years, This reduced spacing estimate drives a shift from developed 10 undeveloped
acreage counts. We continue 1o expand our total position in the westamn expansion area of the
Bamett shale. During 2007, total net acreage for continuing operations increased by 9,640 acres,

{3] Excludes sold and impaired assets in southern expansion area of the Barnett shale.

{8) Represents the standardized measure of discounted future net cash fiows as calculated by an
independent engineering firm uti!izing extensive estimates. The estimated future net cash flow
computations should not be considered 1o represent our estimate of the expetted revenues o
the current value of existing proved reserves and do not include the impact of hedge contracts.

Power and Industrial Projects

Power and Industrial Projects is compnised primarily of projects that
deliver energy and utility-type products and services to industrial,
commercial and institutional customers, and biomass energy
projects. This segment provides utility-type services using project
assets usually located on or near the customers’ premises in the
steel, automotive, pulp and paper, airport and other industries. These
services include pulverized coal and petrofeum coke supply, power
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generation, steam production, chilled water production, wastewater
treatment and compressed air supply. At December 31, 2007, this
segment owned and operated one gas-fired peaking electric generating
plant and a biomass-fired electric generating plant. This segment
also owned one additional coal-fired power plant that is currently
not in service. This segment develops, owns and operates landfill
gas recovery systems throughout the United States. In addition, this
segment produces metaliurgical coke from two coke batteries. The
production af coke from these coke hatteries generates production
tax credits.

We expect to sell a 50 percent interest in a portfolio of select Power
and Industrial Projects {Projects). In additien to the proceeds that the
Company will receive from the sale of the 50 percent equity interest,
the company that will awn the Projects will obtain debt financing
and the proceeds will be distributed to DTE Energy immediately
prior to the sale of the equity interest. The total gross proceeds the
Company will receive are expected to approximate $650 million.

The Company expects to complete the transaction in the first half

of 2008. This timing, however, is highly dependent on availahility

of acceptable financing terms in the credit markets. As a result, the
Company cannot predict the timing with certainty. The Company
expects 1o recagnize a gain upon completion of the transaction.

In conjunction with the sale, the Company will enter into a
management services agreement to manage the day-to-day
operations of the Projects and to act as the managing member of
the company that owns the Projects. We plan to account for our

50 percent ownership interest in the company that will own the
portfolio of Projects using the equity method. See Note 3 of the
Notes ta Consolidated Financial Statements.

In July 2007, we sald Georgetown, an 80 Megawatt {(MW) natural
gas-fired peaking electric generating plant for approximately

$23 million, which approximated our carrying value. In Octaber 2007,
we sold our 50 percent interestin Crete, a 320 MW natural gas-fired
peaking electric generating plant for approximately $37 million, and
recognized a pre-tax gain of approximately $8 million ($5 million after-
tax}. See Note 3 of the Notes to Consalidated Financial Statements.

EnergyTrading

Energy Trading focuses on physical power and gas marketing and
trading, structured transactions, enhancement of returns from

DTE Energy’s asset portfolio and the optimization of contracted
natural gas pipelines and storage, and power transmission and
generating capacity positions. Our customer base is predominantly
utilities, local distribution companies, pipelines, and other marketing
and trading companies. We enter into derivative financial instruments
as part of our marketing and hedging activities. Most of the derivative
financial instruments are accounted for under the mark-to-market
method, which results in the recognition of unrealized gains and
losses from changes in the fair value of the derivatives in our results
of operations. We utilize forwards, futures, swaps and option
contracts to mitigate risk associated with our marketing and trading
activity as well as for proprietary trading within defined risk
guidelines. Energy Trading provides commodity risk management
services to the other businesses within DTE Energy.

Significant portions of the electric and gas marketing and trading
portfolio are economically hedged. The portfolio includes financial
instruments and gas inventory, as well as contracted natural gas




pipelines and storage and power generation capacity positions.
Most financial instruments are deemed derivatives, whereas the
gas inventory, power transmission, pipelines and storage assets are
not derivatives. As a result, this segment may experience earnings
volatility as derivatives are marked-to-market without revaluing the
underlying nan-derivative contracts and assets. This results in gaing
and losses that are recognized in different accounting periods. We
may incur mark-to-market accounting gains or losses in one period
that could reverse in subsequent periods.

Discontinued Operations

Synthetic Fuel

The Synthetic Fuel business had been shown as a non-utility segment
through the third quarter of 2007. Due to the expiration of synfuel
production tax credits at the end of 2007, the Synthetic Fuel business
ceased operations and has been classified as a discontinued operation
as of December 31, 2007. Synfuel plants chemically changed coal

and waste coal into a synthetic fuel as determined under the Internal
Revenue Code. Production tax credits were provided for the production
and sate of solid synthetic fuel produced from coal and were available
through December 31, 2007. To optimize income and cash flow

from the synfuel operations, we had sold interests in all nine of the
facilities, representing 91% of the total production capacity as of
December 31, 2007. The synthetic fuel plants generated operating
losses that were substantially offset by production tax credits.

The value of a production tax credit is adjusted annually by an
inflation factor and published annually by the Internal Revenue
Service {IRS). The value is reduced if the Reference Price of a barrel
of oil exceeds certain threshalds. The actual tax credit phase-out for
2007 will not be certain until the Reference Price is published by the
IRS in April 2008.

Operating System And Performance
Excellence Process

We continuously review and adjust our cost structure and seek
improvements in our processes. Beginning in 2002, we adopted the
DTE Energy Operating System, which is the application of toals and
operating practices that have resulted in operating efficiencies,
inventary reductions and improvements in technology systems,
among other enhancements.

As an extension of this effort, in mid-2005, we initiated a company-
wide review of our operations called the Performance Excellence
Process. The overarching goal has been and remains to hecome more
competitive by reducing costs, eliminating waste and optimizing
business processes while improving customer service. Many of our
customers are under intense economic pressure and will benefit
from our effarts to keep down our costs and their rates. Additronally,
we will need significant resources in the future to invest in the
infrastructure required to provide safe, reliable and affardable
energy. Specifically, we began a series of focused improvement
initiatives within our Electric and Gas Utilities, and our corporate
support function. The process is rigorous and challenging and seeks
t0 yield sustainable performance improvements to our customers
and shareholders. We have identified the Performance Excellence
Process as critical to our long-term growth strategy. In order to fully

realize the benefits from the Performance Excellence Process,

it is necessary to make significant up-front investments in our
infrastructure anc business processes. The costs to achieve {CTA)
in 2006 exceeded our savings, but we began to realize sustained
net cost savings in 2007.

In September 2006, the MPSC issued an order approving a settlement
agreement that allows Detroit Edison and MichCon, commencing in
2008, to defer the incremental CTA. Further, the order provides for
Detrait Edison and MichCon to amortize the CTA deferrals over a
ten-year period beginning with the year subsequent to the year

the CTA was defeired. Detroit Edison deferred approximately

$102 million of CTA in 2006 as a regulatory asset and began
amortizing deferred 2006 costs in 2007 as the recovery of these
costs was provided for by the MPSC in the order approving the
settlement in the show cause proceeding. Amortization of prior year
deferred CTA costs amounted to $10 million in 2007. During 2007,
CTA costs of approximately $54 million were deferred. MichCon
cannot defer CTA costs at this time because a regulatory recovery
mechanism has not been established by the MPSC. MichCon expects
to seek a recovery mechanism in its next rate case in 2009.

Capital Investment

We anticipate significant capital investment across all of our business
segments. Most of our capital expenditures will be concentrated
within our utility segments. Our electric utility segment currently
expects to invest approximately $5.2 billion [excluding investments
in new generation capacity, if any), including increased environ-
mental requirements and reliability enhancement projects during
the period of 2008 through 2012. Our gas utility segment currently
expects ta invest approximately $1.0 billion on system expansion,
pipeline safety and reliability enhancement projects through the
same period. We plan to seek regulatory approval to include these
capital expenditures within our regulatory rate base consistent with
prior treatment.

Enterprise Business Systems

In 2003, we began the development of our Enterprise Business
Systems {EBS} project, an enterprise resource planning system
initiative to improve existing processes and to implement new core
infermation systems, relating to finance, human resources, supply
chain and work management. As part of this initiative, we have
implemented EBS software including, among others, products
developed by SAP AG. The first phase of implementation occurred
in 2005 in the regutated electric fossil generation unit. The second
phase of implementation began in April 2007 and was completed
by the end of 2007. The total capital cost of implementation was
approximately $385 million. We expect the benefits of lower costs,
faster business cycles, repeatable and optimized processes,
enhanced internal controls, improvements in inventory management
and reductions in system support costs to outweigh the expense of
our investment in this initiative,
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Outlook

The next few years will be a period of rapid change for DTE Energy
and for the energy industry. Our strong utility base, combined

with aur integrated non-utility operations, pasition us well for
long-term growth.

tooking forward, we will focus on several areas that we expect
will improve future performance:

® continuing to pursue regulatory stability and investment recovery
for our utilities;

managing the growth of our utility asset hase;

enhancing our cost structure across all business segments;
improving our Electric and Gas Utility customer satisfaction; and
investing in businesses that integrate our assets and leverage our
skifls and expertise.

Along with pursuing a leaner organization, we anticipate
approximately $200 million of synfuel-related cash impacts in

2008 and 2008, which consists of cash from operations and proceeds
from option hedges, including approximately $100 million of tax
credit carryforward utilization and other tax benefits that are expected
ta reduce future tax payments. As part of a strategic review of our
nen-utility operations, we have taken and continue to pursue various
actions including the sale, restructuring or recapitalization of certain
non-utility businesses that generated approximately $900 million in
after-tax cash proceeds in 2007 and are expected to generate an
additional approximately $800 million in 2008. We have used
approximately $725 million to repurchase common stock and
approximately $500 million to redeem outstanding debt. In 2008,
upon completion of our remaining monetization activities, we expect
to repurchase an additional approximately $275 million of common
stock and to use approximately $200 million to redeem outstanding
deht, assuming the expected asset sales occur. Our objectives for
cash redeployment are to increase shareholder value, strengthen
the balance sheet and coverage ratios to improve our current credit
rating and outlook, and to have any monetizations be accretive to
earnings per share,

We performed an assessment during the fourth quarter of 2007 to
determine the impact, if any, of the current conditions in the credit
markets on our operatians, We believe that our access to financing
at reasonable interest rates, the fair value of assets held in trust to
satisfy future cbligations under our pension plans, and our counter-
parties’ creditworthiness will not be significantly affected by current
conditions in the credit market.

Results Of Operations

Net income in 2007 was $971 million, or $9.70 per diluted share,
compared to net income of $433 million, or $2.43 per diluted share
in 2006 and net income of $537 million, or $3.05 per diluted share in
2005. Excluding discontinued operaticns and the cumulative effect
of accounting changes, our income from continuing operations in
2007 was $787 million, or $4.62 per diluted share, compared to
income of $389 million, or $2.18 per diluted share in 2006 and
inceme of $272 million, or $1.55 per diluted share in 2005. The
following sectians provide a detailed discusston of our segments’
opesating perfarmance and future outlogk.
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Based on the following structure, we set strategic goals, allocate
resources and evaluate performance:

B Flectric Utility, consisting of Detroit Edison;
B (as Utility, primarily consisting of MichCon;
& Non-utility Operations
— (Coal and Gas Midstream, primarily consisting of coal
transportation and marketing, gas pipelines and storage;

— Unconventional Gas Production, primarily consisting of
unconventional gas project development and production;

— Power and Industrial Projects, primarily consisting of on-site
energy services, steel-related projects and power generation
with services;

- Energy Trading, consisting of energy marketing and trading
operations; and

B Corporate & Other, primarily consisting of corporate staff
functions that are fully allocated to the various segments
based on services utilized. Additionally, Corporate & Other
holds certain non-utility debt and energy-related investments.

The Synthetic Fuel business had been shown as a non-utility
segment through the third quarter of 2007. Dug to the expiration
of synfuel production tax credits at the end of 2007, the Synthatic
Fuel business ceased operations and has been classified as a
discontinued operation as of December 31, 2007.

fin Mittions) 2007 2006 2005
Net Income by Segment;
Electric Utility $ W7 8§ 35 § 7
Gas Utility 70 50 37
Non-utility Operations;
Coal and Gas Midstream 53 50 45
Unconventional Gas Production (1) (217} 9 4
Power and Industrial Projects 30 (80) 4
Energy Trading 32 96 {43}
Corporate & Other (1) 502 {61) (52)
Income {Loss) from
Continuing Operations:
Utility 387 3715 k)Y
Non-utility {102} 75 10
Corporate & Other 502 {61} (52}
787 389 272
Discontinued Operations 184 43 268
Cumulative Effect of Accounting
Changes - 1 (3)
Net Income $ 9 § 433 § 537

{1} 2007 Net Loss of the Unconventional Gas Production segment resulted principally from the
recognition of losses on hedge contracts associated with the Antrim sale transaction. 2007 Net
Ineome of the Corporate & Giher segmen resulted principally from the gain recognized on the
Antrim sale transaction. See Note 3 of the Notes to the Consalidated Financial Statements.



Electric Utility
Qur Electric Utility segment consists of Detroit Edison.

Factors impacting income. Qur net income decreased $8 million in
2007 and increased $48 million in 2006. The 2007 decrease reflects
higher operation and maintenance expenses, partially offset by higher
gross margins and lower depreciation and amortization expenses.
The 2006 increase primarily reflects higher gross margins, partially
offset by increased depreciation and amortization expenses.

{in Millions) 2007 2006 2005
Operating Revenues $ 4900 3 4737 § 4462
Fuel and Purchased Power 1,686 1,566 1,580
Gross Margin 3214 3m 2,872
Operation and Maintenance 1,422 1,336 1,308

Depreciation and Amortization 764 809 640
Taxes Other Than Income mn 252 41

Asset {Gains) and Losses, Net B {6} {26)
Operating Income 743 780 709

Other (Income} and Deductions 277 294 283
Income Tax Provision 149 161 149
Net Income $§ 31§ 35 §

Operating Income as a Percent

of Operating Revenues 15% 16% 16%

Gross margin increased $43 million during 2007 and $298 million in
2006. The increase in 2007 was attributed to higher margins due to
returning sales from electric Customer Choice, the favorable impact
of a May 2007 MPSC order related to the 2005 Power Suppty Cost
Recovery {PSCR) reconciliation and weather related impacts, partially
offset by lower rates resulting primarily from the August 2006
settlement in the MPSC show cause proceeding and the unfavorable
impact of a September 2006 MPSC order related to the 2004 PSCR
reconciliation. The 2006 improvement was primarily due to increased
rates due 1o the expiration of the residential rate cap on January 1,
2006 and returning sales from electric Customer Choice, partially
offset by milder weather. Revenues include a component for the cost
of power sold that is recoverable through the PSCR mechanism.

The fellowing table displays changes in various gross margin
components relative to the comparable prior period:

{in Miliions) 2007 2006
Increase (Decrease) in Gross Margin

Components Compared to Prior Year
Weather-related margin impacts 8§ 3 s (@)
Removal of residential rate caps effective

January 1, 2006 - 186
Return of customers from electric

Customer Choice 43 156
Service territory economic performance 28 (16)
Impact of 2006 MPSC show cause order {64) -
Impact of 2005 MPSC PSCR reconciliation order 38 -
Impact of 2004 MPSC PSCR reconciliation order (39) 26
Other, net 6 28
Increase in gross margin § 43 8§ 29

fin Thousands of Megawatthours

of Electricity (MWh) 2007 2006 2005
Power Generated and

Purchased
Power Plant Generation

Fossit 42358 72% 39686 70% 40,756 73%

Nuclear 8314 14 1477 13 8754 16

50,673 86 47,63 €3 49510 89

Purchased Power 8422 14 9,861 17 6378 11
System Qutput 59,095 100% 57,024 100% 55888 100%
Less Line Loss and

Internal Use (3,391) {3,603) {3,205)
Net System Output 55,704 53,421 52,683
Average Unit Cost (/MWh)
Generation {1} $ 15.83 $ 15.61 $ 1547
Purchased Power (2} § 62.40 $ 53N $ 89.37
Overall Average

Unit Cost $ 2247 $ 2220 $ 2390

{1) Represents fuel costs associated with power plants.

{2) The change in purchas :d power ¢osts wese driven primarily by seasonal demand and coal and
gas prices.

{in Thousands of MWE) 2007 2006 2005
Electric Sales
Residential 16,147 15,769 16,812
Commercial 19,332 17,948 15,618
Industrial 13,338 13,235 12,317
Whalesale 2,902 2,826 2,329
Other 398 402 390
52117 50,180 47,466
Interconnection szles {1} 35587 .24 5,217
Total Electric Sales 55,704 53420 52,683
Electric Deliveries
Retail and Wholesale 52,117 50,180 47,466
Electric Customer Choice 1,690 2,694 6,760

Electric Customer Choice —
Self Generators {2) 549 909 518
Total Electric Sales and Deliveries 54,356 53,783 54,744

{1} Represents power that is not distributed by Detroil Edison.

{2} Represents deliveries for self generators who have purchased power fror alternative energy
suppliers 1o supplement their power requirements..

Operation and maintenance expense increased $86 million in 2007
and $28 million in 2006. The increase in 2007 is primarily due to
EBS implementation costs of $30 million, higher storm expenses

of $22 milkion, increased uncoflectible expense of $22 million and
higher corporate support expenses of $20 million. Tha 2006 increase
was primarily due to increased distribution system maintenance of
$35 million and increased plant outage costs of $33 million, partially
offset by $36 million of lower storm expenses.

Depreciation and amortization expense decreased 345 million in
2007 and increased $169 miltion in 2006. The 2007 decrease was
due primarily to a 2006 net stranded cost write-off of $112 million
refated to the September 2006 MPSC order regarding stranded costs
and a $13 million decrease in our asset retirement obligation at our
Fermi 1 nuclear facility, partially offset by $58 million of increased
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amortization of regulatory assets and $13 million of higher
depreciation expense due to increased levels of depreciable plant
assets. Amartization of prior year deferred CTA costs amounted to
$10 million in 2007, The 2006 increase was due to a $112 million
net stranded cost write-off related to the September 2006 MPSC
order regarding stranded costs and a $19 million increase in our
asset retirement obligation at our Fermi 1 nuclear facility. In 2006,
we alsa had increased amortization of regulatory assets of

$19 million related to electric Customer Choice and $8 million
related to our securitized assets.

Asset (gains) and losses, net gain decreased $14 million in 2007

due to a $13 million reserve for a loan guaranty related to Detroit
Edison’s former ownership of a steam heating business now owned
by Thermal Ventures I, LP. The 2006 decrease resulted primarily from
our 2005 sale of land near our headquarters in Detroit, Michigan,

Other (income) and deductions expense decreased $17 million in
2007 and increased $11 million in 2006. The 2007 decrease is
attributable to a $10 million contribution to the DTE Energy Foundation
in 2006 that did not re-occur in 2007, $3 million of higher interest
income and $17 million of increased miscellaneous utility related
services, partially offset by $18 million of higher interest expense.
The 2006 increase is primarily attributable to higher interest expense
due to increased long-term debt.

Outlook —We will move forward in our efforts to continue to improve
the operating performance of Detroit Edison. We continue to resolve
outstanding regulatory issues and continue to pursue additional
regulatory and/or legislative solutions for structural problems within
the Michigan electric market structure, primarily electric Customer
Choice and the need to adjust rates for each customer class to
reflect the full cost of service. We are alse seeking regulatory reform
to insure more timely cost recovery and resolution of rate cases.
Looking forward, additional issues, such as rising prices for coal,
health care and higher levels of capital spending, will result in us
taking meaningful action 1o address our costs while continuing to
provide quality customer service. We will utilize the OTE Energy
Operating System and the Performance Excellence Process to seek
opportunities to improve productivity, remove waste and decrease
our costs while improving customer satisfaction.

Lang term, we will be required to invest an estimated $2.4 billion on
emission controls through 2018. We intend to seek recovery of these
investments in future rate cases.

Additionally, our service territory may require additional generation
capacity. A new base-load generating plant has not been built
within the State of Michigan in aver 20 years. Should our regulatory
environment be conducive to such a significant capital expenditure,
we may build, upgrade or co-invest in a base-load coal facility or a
new nuclear plant. While we have not decided on construction of a
new base-load nuclear plant, in February 2007, we announced that
we will prepare a license application for construction and operation
of a new nuclear power plant on the site of Fermi 2. By completing
the license application before the end of 2008, we may qualify for
financial incentives under the Federal Energy Policy Act of 2005. We
are also studying the possible transfer of a gas-fired peaking electric
generating ptant from our non-utility operations to our electric utility
to support future power generation requirements,
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The following variables. either in combination or acting alone, could
impact our future results:

B amount and timing of cost recovery allowed as a result of
regulatory proceedings, related appeals, of new legislation;

B ou ability to reduce costs and maximize plant and distribution

system performance;

variations in market prices of power, coal and gas;

gconomic conditions within the State of Michigan;

weather, including the severity and frequency of starms;

levels of customer participation in the electric Customer Choice

program; and

® potential new federal and state environmental, renewable energy
and energy efficiency reguirements.

We expect cash flows and operating performance will continue to be
at risk due to the electric Customer Choice program until the issues
associated with this program are adequately addressed. We will
accrue as regulatory assets any future unrecovered generation-related
fixed costs {stranded costs) due to electric Customer Choice that

we believe are recoverable under Michigan legislation and MPSC
orders. We cannot predict the outcome of these matters. See Note 5
of the Notes to Consolidated Financial Statements.

In January 2007, the MPSC submitted the State of Michigan's
21st Century Energy Plan to the Governar of Michigan. The plan
recommends that Michigan’s future energy needs be met through
a combination of renewable resources and cleanest generating
technology, with significant energy savings achisved by increased
energy efficiency. The plan also recommends:

B 3 requirement that all retail electric suppliers obtain at least
10 percent of their energy supplies from renewable resources
by 2015;

W an opportunity for utility-built generation, contingent upon
the granting of a certificate of need and competitive bidding
of engineering, procurement and construction services;

B investigating the cost of & requirement to bury certain power
lines; and

B creation of a Michigan Energy Efficiency Program, administered
Dy a third party under the direction of the MPSC with initial
funding estimated at $68 miltion.

In December 2007, a package of bills to reform Michigan’s electric
market was introduced in the Michigan legislature. Key elements

of the package waould modify Michigan’s electric Customer Choice
program, begin the process of “de-skewing” regulated electric rates,
provide for the creation of economic development rates, establish

a process for authorizing the construction of new baseload power
plants, provide far regulatory reform to insure more timely cost
recovery and resolution of rate cases, establish renewable energy
standards and create an energy efficiency program.

We continue to review the energy plan and monitor legistative action
on some of its components. Without knowing how or if the plan will
be fully implemented, we are unable to predict the impact on the
Company of the implementation of the plan.



Gas Utility
Our Gas Utility segment consists of MichCon and Citizens.

Factors impacting income: Gas Utility's net income increased
$20 million in 2007 and $13 million in 2006. The 2007 and 2006
increases were due primarily to higher gross margins.

{in Miffions) 2007 2006 2005
Dperating Revenues $1875 $ 1849 $ 2138
Cost of Gas 1,164 1,157 1,490
Gross Margin m 692 648
Operation and Maintenance 429 431 424
Depreciation and Amortization 93 94 95
Taxes Other Than Income 56 53 43
Asset (Gains) and Losses, Net (3} - 4
Operating Income 136 114 82
Other (Income) and Deductions 43 53 47
Income Tax Provision (Benefit) 23 1 (2)
Net Income $§ W $§ 5 § 37
Operating Income as a Percent
of Operating Revenues 7% 6% 4%

Gross margin increased $19 million and $44 million in 2007 and
2006, respectively. The increase in 2007 is primarily due to

$21 million from the favorable effects of weather in 2007 and
$28 million related to an increase in midstream services including
storage and transportation, partially offset by a $26 million
unfavorable impact in lost gas recognized and $7 million in GCR
disallowances. The increase in 2006 is primarily due to $15 million
in higher base rates and $22 million in higher revenue associsted
with the uncollectible expense tracking mechanism authorized by
the MPSC in the Apnil 2005 gas rate order. Additionally, 2006 was
impacted by a $17 million favarable impact in lost gas recognized
and an increase of $24 million in midstream services including
storage and transportation. Partially offsetting these increases
were declines of $31 million due to warmer than normal weather
and $26 million as a result of customer conservation and lower
volumes. The comparability of 2006 to 2005 is also affected by an
adjustment we recorded in the first quarter of 2005 related to an
April 2005 MPSC order in our 2002 GCR reconciliation case that
disallowed $26 million representing unbilled revenues at December
31, 2001, Revenues include a component for the cost of gas sold
that is recoverable through the GCR mechanism.

2007 2006 2005

Gas Markets {in Millions)
Gas sales $ 153 $ 1541 $ 1860
End user transportation 140 135 134
1,676 1,676 1,994
Intermediate transportation 59 69 58
Storage and other 140 104 &6
$1875 $ 1849 § 2138

Gas Markets (in Bcf)

Gas sales 148 138 168
End user transportation 132 136 157
280 274 325
Intermediate transpartation 399 373 432
679 647 757

Operation and maintenance expense decreased $2 million in 2007
and increased $7 million in 2006. The 2007 decrease was attributed
to $4 million of lower uncollectible expense and $4 million of
reduced corporate support expenses, partially offset by 35 million

in increased EBS implementation costs. The 2006 increase is due

to $14 million of higher uncollectible expense and $24 million in
implementation costs assaciated with our Performance Excellence
Process, partially offset by $9 million of lower injuries and damages
expenses and lower labor and employee incentives. The comparability
of 2006 to 2005 was affected by an adjustment we recorded in the
second quarter of 2005 far the disallowance of $11 million in
environmental costs due to the April 2005 gas rate order and the
requirement to defer negative pension expense as a regulatory
liability. Additionally, the comparability was impacted by the

DTE Energy parent company no longer allocating $9 miilion of
merger-related interest to MichCon effective in April 2005.

Asset (gains) and Josses, net gain ingreased $3 million in 2007 and
increased $4 million in 2006. The 2007 increase is attributable to the
sale of base gas. The 2006 increase is attributable to the write-off of
certain computer equipment and related depreciation resulting from

_the April 2005 gas rate order.

Outlook — Operating results are expected to vary due to regulatory
proceedings, weather, changes in econpmic conditions, customer
conservation, process improvements and base gas sales. Higher gas
prices and economic conditions have resulted in continued pressure
on receivables and working capital requirements that are partially
mitigated by the MPSC's uncollectible true-up mechanism and GCR
mechanism.

We will continue to utilize the DTE Energy Operating System and the
Performance Excelience Process to seek apportunities to improve
praductivity, remove waste and decrease our costs while improving
customer satisfaction.

Non-Utility Operations

Coal and Gas Midstream

Our Coal and Gas Midstream segment consists of Ccal
Transportation and Marketing and the Pipelines, Processing
and Storage businesses.

Factors impacting income: Net income increased $3 million and
$5 million in 2007 and 2006, respectively. Net income was higher
in 2007 due to higher midstream gas storage revenues, offset by
increased overhead related to legal expenses.

fin Mitfions) 2007 2006 2005
Operating Revenues $ 837 §$ 707 % 707
Cperation and Maintenance 147 628 653
Depreciation and Amortization 8 4 3
Taxes Other Than Ingcome 5 5 4
Asset {Gains) and Losses, Net {1} - -
Operating Income 78 70 47
Other {Income} and Deductions {5) {8) {20)
Income Tax Provision 30 28 22
Net Income $§ 53 §$ 50 § 45

DTE Energy Annual Report 2007 27



Operating revenues increased $130 million in 2007 and remained
the same in 2006. In 2007, revenues were impacted by increases in
our Coal and Transpartation business based on higher synfuel related
volumes and increases in trading volumes related to bath coal

and emissions. Revenues were also favorably impacted by higher
midstream gas storage revenues in our Pipelines, Processing and
Storage business. In 2008, our Coal Transportation and Marketing
business experienced lower synfuel related volumes, which were
offset by an increase in storage revenues in the Pipelines, Processing
and Storage business,

Operation and maintenance expense increased $119 million in 2007
and decreased $25 million in 2006. The 2007 increase was due to
increased Coal Transportation and Marketing volume related to
higher synfuel related volumes and higher trading volumes related
to coal and emissions.

The 2006 decrease was due to decreased expenses at our Coal
Transpartation and Marketing business due to decreased
marketing volume,

Other {income/ and deductions income decreased $3 million in 2007
and $12 million in 2006. The 2007 and 2006 decreases are primarily
attributable to higher interest expense as a result of our expansion
of owned storage.

Qutlogk — In 2008, we expect to see a decrease in net income
since approximately $11 million of our 2007 Coal Transportation and
Marketing net income was dependent upon our Synfuel operatigns
that ceased operations at the end of Z007. Beyond 2008, we expect
to continue to grow our Coal Transportation and Marketing business
in a manner consistent with, and complementary to, the growth of
our other business segments.

QOur Pipelines, Processing and Storage business expects to continue
its steady growth plan. In April 2007, Washington 28 received

MPSC approval to increase working gas storage capacity by over

6 Bef to a total of 16 Bef by April 2008. In June 2607, Washington
10 received MPSC approval to develop the Shelby Z storage field
which will increase the working gas storage capacity of Washington
10 over the next two years by 8 Bcf to a total of 74 Bef. Vector
Pipetine placed into service its Phase 1 expansion for approximately
200 MMcf/d in November 2007, This praject is fully supported by
customers with long-term agreements. In addition, Vector Pipeline
requested permission from the FERC in the fourth quarter of 2007 to
build one more compressor station and to expand the Vector Pipeline
by approximately 100 MMcf/d, with a proposed in-service date of
November 1, 2009. Adding another compressor station will bring the
system from its current capacity of about 1.2 Bef/d up t0 1.3 Bcf/d in
2009. Pipelines, Processing and Storage has a 26 percent ownership
interest in Millennium Pipeline which commenced construction in
June 2007 and is scheduled to be in service in late 2008. We plan to
expand existing assets and develop new assets which are typically
supported with long-term custamer commitments.

Unconventional Gas Production

Our Unconventional Gas Production business is engaged in natural
gas exploration, development and production primarily within the
Baimett shale in north Texas. On June 29, 2007, we sold our Antrim
shale gas exploration and production business in the narthern lower
peninsula of Michigan for gross proceeds of $1.262 billion. The gain
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on sale is included in the Corporate & Qther segment. See Note 3 of
the Notes to Consolidated Financial Statements.

Factors impacting income: Net inceme decreased $226 million in
2007 and increased $5 million in 2006. The significant decline in
results in 2007 reflects the recording of losses on financial contracts
that hedged our price risk exposure related to expected Antrim gas
production and sales and impairments of our southern expansion
area of the Barnett shale in 2007. The 2006 results were primarily
impacted by an increase in Barnett shale production and an increase
in net gas prices for Antrim shale. Partially offsetting these revenue
increases were higher operating and depletion expenses associated
with increased production and the operation of new wells.

{in Mitlions) 2007 2006 2005
Operating Revenues $ (228 & 99 8§ N
Operation and Maintenance 36 37 30
Depreciation, Depletion and Amortization 22 7 20
Taxes Other Than Income ] " "
Asset (Gains} and Losses, Net 27 (3) -
Operating Income (Loss) (321) 27 13
Other {Income} and Deductions 13 13 8
Income Tax Provision (Benefit) 7 5 1
Net Income {Loss) $ 211 8§ 9 3 4

Operating revenues decreased $327 million in 2007. The decrease
for 2007 was due to the recording of $323 million of losses on
financial contracts that hedged our price risk exposure related to
expected Antrim gas production and sales through 2013. These
financial contracts were accounted for as cash flow hedges, with
cthanges in estimated fair value of the contracts reflected in other
comprehensive income. Upon the sale of Antrim, the financial
contracts no longer qualified as cash flow hedges. The contracts
were retained and offsetting financial contracts were put into place
to effectively settle these positions. As a result of these transactions
and market research performed by the Company, we gained
additional insight and visihility into the value ascribed to these
contracts by third party market participants for the duration of the
contracts. In conjunction with the Antrim sale and effective
settlement of these contract positions, Antrim reclassified amounts
held in Accumulated other comprehenstve income and recorded
the effective settlements, reducing cperating revenues in 2007 by
$323 million. Operating revenues increased $25 million in 2006 due
to increased Barnett shale production.

Assets (gains) and losses, net decreased $30 million in 2007 primarily
due to the recording of impairment losses of $27 million in 2007
related to the write-off of unproved properties and the expiration of
leases in the southern expansion area of the Barnett shale.

Outiook — On January 15, 2008, we sald a portion of our Barnett
shale properties for gross proceeds of approximately $250 million,
subject to post-closing adjustments. We will recognize a gain on the
sale in the first quarter of 2008. The properties in the sale included
186 Bcf of proved and probable reserves on approximately 11,000
net acres in the core area of the Barnett shale.

We plan to retain our holdings in the western portion of the Barnett
shale and anticipate significant opportunities to develop our current
position while accumulating additional acreage in and around our
existing assets.




Current natural gas prices and successes within the Barnett shale
are resulting in additional capital being invested into the area.
The competition for opportunities and goods and services may
result in increased operating costs, however, our experienced
Barnett shale personnel provide an advantage in addressing
potential cost increases.

We invested approximately $140 million in the Basnett shale in 2007.
During 2007, Bamett shale production was approximately 7.7 Bcfe
of natural gas compared with approximately 4.1 Befe in 2006.

Power and Industrial Projects

The Power and Industrial Projects segment is comprised primarily of
projects that deliver utility-type products and services to industrial,
commercial and institutional customers, and biomass energy projects.

Factors impacting income: Net income was $30 million in 2007
compared to a net loss of $80 million in 2006. The 2006 period
reflects impairments at various businesses and projects.

{in Miflions) 2007 2006 2005
Operating Revenues $ 473 8§ 409 § 428
Operation and Maintenance 409 366 329
Depreciation and Amaortization 39 48 48
Taxes other than Income 1" 12 14
Asset {Gains) and Losses, Reserves
and Impairments, Net - 75 (1
Operating Income (Loss} 14 (92} 38
Other {!ncome} and Deductions {13) 43 4
Minority Interest 2 1 37
Income Taxes
Provision {Benefit} 6 (44) 5
Production Tax Credits {11} 12} (12)
{5) {56) {7)

Net Income {Loss) $ 30 8§ (80) % 4

Operating revenues increased $64 million in 2007 reflecting a new
long-term utility services contract with a large automotive company,
higher coke prices and sales volumes in addition to higher volumes
at several other projects. Additionally, revenue was earned for a
one-time success fee from the sale of an asset we operated for a
third party. Revenues in 2006 decieased $19 million due primarily
to lower coke prices and lower pulverized coal sales. The 2006
decrease was partially offset by increased revenue from our on-site
energy projects, reflecting the addition of new facilities, completion
of new long-term utility services contracts with a large automotive
company and a large manufacturer of paper products.

Operation and maintenance expense increased $43 million in 2007
and $37 mitlion in 2008. The increases resulted fram higher costs
refated to the addition of new facilities, a new long-term utifity
services contract with a large automotive company and higher
valumes at several other projects.

Depreciation and amortization expense decreased $9 million in 2007
due primarily to the suspension of $6 million of depreciation expense
in the fourth quarter of 2007 refated to the assets held for sale, the
sale of @ generation facility during the year and reduced depreciation
expense as a result of asset impairments at several biomass landfill
sites in 2006.

Asset {gains) and losses, reserves and impairments, net expense
decreased $75 million in 2007 and increased $76 million in 2006.

In 2008, we recotded a $42 million impairment for one of our

100% owned natural gas-fired generating plants and a $14 million
impairment at our landfill gas recovery unit relating to the write-
down of long-lived assets at several landfill sites. Also, during 2G06,
we recorded a pre-tax impairment loss of $19 million for the write
down of fixed assets and patents at our waste coal recovery business.

Other {income) and deductions expense decreased §56 miltion in
2007 and increased $39 miilion in 2006 primarily due to a realized
gain of $8 million on the sale of a 50 percent equity interest in a
natural gas-fired generating plant, a $4 million gain recognized in
2007 on an installment sale of a coke battery facility, a reduction
of $5 million in interest expense and a $32 million impairment of a
51% equity interest in a natural gas-fired generating plant in 2006.

Outlook — We expect to sell a 50 percent interest in a portfolio of
select Power and Industrial Projects (Projects). In addition to the
proceeds that the Company will receive from the sale of the

50 percent equity interest, the company that will own the Projects
will obtain debt financing and the proceeds will be distributed to
DTE Energy immediately prior to the sale of the equity interest.

The total gross proceeds the Company will receive are expected to
approximate $650 million. The Company expects to complete the
transaction in the first half of 2008. This timing, however, is highly
dependent on availability of acceptable financing terms in the credit
markets. As a result, the Company cannot predict the timing with
certainty. The Company expects to recognize a gain upon comple-
tion of the transaction. In conjunction with the sale, the Company
will enter into a management services agreement tc manage the
day-to-day operations of the Projects and to act as the managing
member of the company that owns the Projects. We plan to account
for our 50 percent ownership interest in the company that will own
the portfolia of Prcjects using the equity methed. See Note 3 of the
Notes to Consolidated Financial Statements.

We have entered into a purchase and sale agreement to acquire the
equity interests in a coke battery, with an estimated acquisition price
of $75 million. The closing of this acquisition is contingent upon the
signing of a long-term coke sales agreement, which is currently in
negotiation. We expect to close on this acquisition in the first half

of 2008.

Power and Industrial Projects will continue leveraging its extensive
energy-related operating experience and project management
capability to develop and grow the on-site energy business.

EnergyTrading

QOur Energy Trading segment focuses on physical power and gas
marketing, structured transactions, enhancement of returns from
DTE Energy’s asset portfolio, optimization of contracted natural
gas pipelings and storage, and power transmission and generating
capacity positions.

Factors impacting income: Net income decreased $62 million in
2007 and increased $139 million in 2006. The decrease in 2007
was attributable to lower gross margins and an increase in other
deductions. The 2006 increase is attributed to increased mark-to-
market and realized power and gas paositicns that resulted from
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significant 2005 mark-to-market losses on derivative contracts
used to economically hedge our gas in storage and forward
power cantracts.

fin Miltions} 2007 2006 2005
Operating Revenues $ 9% § 830 § w7
Fuel, Purchased Power and Gas 807 616 984
Gross Margin 148 214 (I}
Bperation and Maintenance 58 65 43
Depreciation and Amortization 5 6 4
Taxes Other Than Income 1 1 n
Operating Income {Loss} 84 142 (53)
Other (Income} and Deductions 35 {3) 13
Income Tax Provision {Benefit} 17 49 (23}
Net Income {Loss) § 32 § 9% § (43

Gross margin decreased $66 million in 2007 and increased

$221 million in 2006. The 2007 decrease is attributed to approxi-
mately $30 million of unrealized losses for gas contracts related to
revisions of valuation estimates for the long-dated portion of our
energy contracts. Timing differences from 2005 that largely reversed
and favorably impacted 2006 margin caused $11 million of realized
unfavorability in 2007. Additionally, margins were unfavorably
impacted by $13 million of lower realized gains from reduced
merchant storage capacity in 2007 and $12 million of unfavorahility
in realized power positions. The 2006 increase is attributed to a
$168 million mark-to-market increase on power and gas positions
and a $57 million increase in realized power and gas positions. The
2006 results reflect the timing differences from 2005 that largely
reversed and favorably impacted earnings.

Operation and maintenance expense decreased $§7 million in 2007
and increased $22 million in 2006. The 2007 decrease was due
primarify to lower incentive expenses of $7 million. The 2006
increase was due to higher incentive expenses of $14 million
resulting from our strong economic performance and higher
corporate allocation charges of $10 million.

Other (income} and deductions expense increased by $38 million

in 2007 and decreased by $16 million in 2006. The 2007 increase is
due to mark-to-market unfavorability on foreign currency swaps that
economically hedge exposure on anticipated power sales and existing
transportation positions that settle in Canadian dollars. The 2006
decrease is attributable to $6 million of lower intercompany interest
expense and $8 million of higher affiliate interest income resulting
from favorable operating cash flows to fund intercompany loans.

Jutfook — Significant portions of the Energy Trading portfolio are
economically hedged. The portfolio includes financial instruments
and gas inventory, as well as capacity positions of natural gas
storage, natural gas pipelines, and power transmission and full
requirements contracts. The financial instruments are deemed
derivatives, whereas the owned gas inventary, pipelines, transmission
contracts, certain full requirements contracts and storage assets are
not derivatives, As a result, we will experience earnings volatility as
derivatives are marked-te-market without revaluing the underlying
non-derivative assets. The majority of such earnings volatility is
associated with the natural gas storage cycle, which does not
coincide with the calendar year, but runs annually from April of

one year to March of the next year. Our strategy is to economically
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manage the price risk of storage with futures and over-the-counter
torwards and swaps. This results in gains and losses that are
recognized in different interim and annual accounting periods.

See “Fair Value of Contracts” section that follows.

Corporate & Other

Corporate & Other includes various corporate staff functions. As
these functions support the entire Company, their costs are fully
allocated to the various segments based on services utilized.
Therefore, the effect of the allocation on each segment can vary
from year to year. Additionally, Corporate & Other holds certain
non-utility debt and energy-related investments.

Factors impacting income: Corporate & Other results increased by
$563 million in 2007, which is primarily attributable to the gain on
the sale of the Antrim shale gas exploration and production business
of approximately $900 million ($580 million after-tax}. Corporate &
Other resuits declined by $3 million in 2008, primarily due to higher
Michigan Single Business Taxes.

Discontinued Operations

Synthetic Fue!

We discontinued the operations of our synthetic fuel production
facilities throughout the United States as of December 31, 2007.
Synfue! plants chemically changed coal and waste coal into a
synthetic fuel as determined under the Internal Revenue Code.
Production tax credits were provided for the production and sale of
solid synthetic fuel produced from coal and were available through
December 31, 2007.

Factors impacting income: Synthetic Fuel net income increased
$157 million in 2007 and decreased $257 million in 2006. The
increase in 2007 was due to synfuel production occurring throughout
the year in comparison to 2006 when production was idled at all
nine of our synfuel facilities from May to October 2006 and higher
income from oil price hedges, partially offset by a higher phase-out
of production tax credits due to high oil prices. The decline in 2006
was also due to higher oil prices resulting in reduced gains from
selling interests in our synfuel plants, lower levels of production tax
credits and asset impairments and reserves.

{in Millions} 2007 2006 2005
Operating Revenues $1069 $ 863 § 977
Operation and Maintenance 1,265 1,019 1,167
Depreciation and Amortization {6) 24 58
Taxes other than Income B 12 20
Asset (Gains) and Losses, Reserves
and Impairments, Net {1) {280} 40 (367
Operating Income (Loss) 85 {232) 49
Other {Income) and Deductions {9) (20) {34
Minority Interest {188) {251) (318)
income Taxes
Provision 98 14 139
Production Tax Credits 21) (23} (43)
77 {9} 96
Net Income (1) $ 20 $ 48 $§ 305

{1} Includes intercomparny pre-tax gain of $32 million ($21 million after-tax) for 2007.



Operating revenues increased $206 million in 2007 and decreased
$64 million in 2006 due to synfuel production occurring throughout
2007 in comparison to 2006 when production was idled at all nine
of our synfuel facilities from May to October 2006.

Operation and maintenance expense increased $246 million in 2007
and decreased $148 million in 2006 due to synfuel production
occurring throughout 2007 in comparison to 2006 when production

was idled at all nine of our synfuel facilities from May to October 2006.

Depreciation and amortization expense was lower by $30 million
in 2007 and $34 mitlion in 2006 as a result of reductions in asset
retirement obligations in 2007 and the impairment of fixed assets
at all nine synfuel projects in 2006.

Asset (gains} and losses, reserves and impairments, net gain
increased $320 million in 2007 and decreased $407 miilion in 2006.
The increase in gains in 2007 reflects the annual partner payment
adjustment, recognition of certain fixed gains that were reserved
during the comparable 2006 period, higher hedge gains and the
impact of one-time impairment charges and fixed note reserves
recorded in 2006. In 2007 and 2008, we deferred gains from the sale
of the synfuel facilities, including a portion of gains related to fixed
payments. Due to the increase in oil prices, we recorded accruals
for contractual partners’ obligations of $130 million in 2007 and
$79 million in 2006 reflecting the probable refund of amounts equal
to our partrers’ capital contributions or for operating losses that
would normally be paid by our partners. In 2007, we reversed

$3 million of other synfuel-related reserves and impairments and

in 2006 recorded $78 million of other synfuel-related reserves and
impairments. To economically hedge our exposure to the risk of an
increase in oil prices and the resulting reduction in synfuel sales
proceeds, we entered into derivative and other contracts. The
derivative contracts are marked-to-market with changes in their fair
value recorded as an adjustment to synfuel gains. We recorded net
2007 synfuel hedge mark-to-market gains of $196 million compared
with net 2006 synfuel hedge mark-to-market gains of $60 million.

~ See Note 15 of the Notes to Consolidated Financial Statements.

The following table displays the various pre-tax components that
comprise the determination of synfuel gains and lesses in 2007,
2006 and 2005.

{in Millions) 2007 2006 2005

Components of Asset {Gains) Losses,
Reserves and Impairments, Net

Gains recognized associated with

fixed payments $ (172) $ {43} $ (132
Gains recognized associated with

variable payments {39) {14) (187)
Reserves recorded for contractual

partners’ abligations 130 79 -
Other reserves and impairments,
including partners’ share (1) (3) 78 -
Hedge (gains) losses:
Hedges for 2005 exposure - - (2)
Hedges for 2006 exposure - {66} {40}
Hedges for 2007 exposure {196) 6 (6)

$ (280) § 40 % (367)

(1} Includes $70 million in 2006, representing cur partners’ share of the asset impairment, included
in Minority Interest.

Minority interest decreased by $63 millian and $67 million in 2007
and 2006, respectively. The amounts reflect our partners’ share of
operating losses associated with synfuel operatians, as well as our
partners’ $70 million share of the asset impairment charges in 2008.
The 2007 decrease reflects the decreased operating losses due to
the 2006 one-time impairment charges, partially offset by increased
production in 2007. The decrease in 2006 reflects reduced operating
losses due to the idling of production at all nine of aur synfuel
facilities from May to October 2006, partially offset by our partners’
$70 million share of the asset impairment. The sale of interests in
our synfuel facilities during prior periods resulted in allocating a
larger percentage of such losses to our partners.

Income taxes ingreased $86 million in 2007 and decreased $105 million
in 2008, reflecting changes in pre-tax income due to synfuel-related
gains, loss reserves and the impairment of fixed assets in 2006.

Outfook — Synfuel production ceased on December 31, 2007. The
value of a production tax credit is adjusted annually by an inflation
factor and published annually by the IRS. The value is reduced if the
Reference Price of a barrel of ot exceeds certain thrasholds. The
actual tax credit phase-out for 2007 will not be certain until the
Reference Price is published by the IRS in April 2008, and is not
expected to result in a material impact to the 2008 finzncial statements.

DTE Georgetown (Georgetown)

In the fourth quarter of 2006, management approved the marketing
of Georgetown, an 80 Megawatt {MW) natural gas-fired peaking
electric generating plant, for sale. in December 2006, Georgetown
met the Statement of Financial Accounting Standards (SFAS) No.
144 critenia of an asset "held for sale” and we reporied its operating
results as a discontinued operation. The plant was sold in July 2007,
resulting in gross proceeds of approximately $23 million, which
approximated our carrying value. Georgetown did not have
significant business activity in 2007 and 2006.

DTE Energy Technologies (Dtech)

Dtech assembled, marketed, distributed and serviced distributed
generation products, provided application engineering, and monitored
and managed on-siie generation system operations. In July 2005,
management approved the restructuring of this business, resulting

in the identification of certain assets and liabilities to be sold or
abandoned, primarily associated with standby and continuous duty
generation sales and service. Dtech did not have significant busingss
activity in 2067 or 2006.

See Note 3 of the Notes to Consolidated Financial Statements.
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Cumulative Effect Of Accounting Changes

Effective January 1, 2007, we adopted Financial Accounting
Standards Board (FASB] Interpretation No. (FIN} 48, Accounting
for Uncertainty in Income Taxes — an interpretation of FASB
Statement No. 109. The cumulative effect of the adoption of
FIN 48 represented a $5 million reduction to the January 1, 2007
halance of retained earnings.

Etfective January 1, 2006, we adopted SFAS No. 123(R), Share-Based
Payment, using the modified prospective transition method. The
cumulative effect of the adoption of SFAS 123{R) was an increase

in net income of $1 million as a result of estimating forfeitures for
previously granted stock awards and performance shares.

In the fourth quarter of 2005, we adopted FIN 47, Accounting for
Conditional Asset Retirement Obfigations, an interpretation of SFAS
No. 143 that required additional new accounting rules for asset
retirement obligations, The cumulative effect of adopting these new
accounting rules recuced 2005 earnings by $3 million.

Capital Resources And Liquidity

Cash Requirements

We use cash to maintain and expand our electric and gas utilities
and to grow our non-utility businesses, retire and pay interest on
long-term debt and pay dividends. During 2007, our cash require-
ments were met primarily through operations and shart-term
borrowings. We helieve that we will have sufficient internal and
external capital resources to fund anticipated capital and operating
requirements.

Our strategic direction anticipates base level capital investments
and expenditures for existing businesses in 2008 of up to

$1.2 billion. The capital needs of our utilities will increase due
primarily to environmental related expenditures. We may spend
an additional $300 miilion on growth-related projects within our
non-utility businesses in 2008.

Capital spending is expected to increase in 2008 due to higher
environmental expenditures. We incurred environmental
expenditures of approximately $219 million in 2007 and we
expect aver $2 hillion of future capital expenditures through 2018
to satisfy both existing and proposed new requirements,

We expect non-utility capital spending will approximate $200 million
to $350 million annually for the next several years. Capital spending
for growth of existing or new businesses will depend on the
existence of opportunities ihat meet our strict risk-return and

value creation criteria.

Debt maturing or remarketing in 2008 totals approximately $450 million.
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{in Mitlions) 2007 2006 2005
Cash and Cash Equivalents
Cash Flow From (Used For)
Operating activities:
Netincome $ 9 § 433 § 537
Depreciation, depletion and
amortization 926 1,014 872
Deferred income taxes 144 28 147
Gain on sale of non-utility business (900} - -
Gain on sale of synfuel and other
assets, net and synfuel impairment {253} 28 {405}
Working capital and other 237 {47) {150}
1125 1,456 1,001
Investing activities:
Plant and eguipment expenditures
— utility (1,035} {1,126) {850)
Plant and equipment expenditures
= non-utility (264) (217 {215)
Acquisitions, net of cash acquired - {42} {50)
Proceeds from sale of non-utility
business 1,262 - -
Proceeds from sale of synfuels
and other assets 417 3 409
Restricted cash and other investments  (50) {62} {96)
330 {1,194} {802)
Financing activities:
Issuance of long-term debt and
common stock 50 629 1,041
Redemption of long-term debt {393} {687)  {1,266)
Short-term borrowings, net (47} i)l 437
Repurchase of common stock {708} {61) (13)
Dividends on comman stock and other (370} {375) {366)
{1,468} {203) {167)
Net Increase {Decrease) in Cash and
Cash Equivalents $ (13} 8 583 § 32

Cash from Operating Activities

A majority of our operating cash flow is provided by our electric and
gas utilities, which ara significantly influenced by factars such as
weather, electric Customer Choice, regulatory deferrals, regulatary
outcomes, economic conditions and operating costs. Our non-utility
businesses also provide sources of cash flow to the enterprise,
primarily from the synithetic fuels business, which we believe,
subject to considerations discussed below, will provide up to
approximately $200 million of cash impacts in 2008 and 2009, We
have reported the business activity of the synthetic fuel business as
a discontinued operation as of December 31, 2007. Cash flow
related to discontinued operations in 2007 includes a gain on sale
of interests in synfuel projects of $244 million, after adjusting for
impairments, partners” share of synfuel project losses of $188 million,
and contributions from synfuel partners of $229 million.

Cash from operations totaling $1.1 billion in 2007 decreased

$331 million from the comparable 2006 period. The operating

cash flow comparison primarily reflects a decrease in net income
after adjusting for non-cash items [depreciation, depletion and
amortization and deferred taxes) and gains on sales of businesses.
The decrease was mostly driven by taxes attributable to our
non-utility monetization program.



Cash from operations totaling $1.5 billion in 2006 was up

$455 million from the comparable 2005 periad. The operating

cash flow comparison reflects an increase af $352 million in net
income, after adjusting for non-cash items (depreciation, depletion,
amortization, deferred taxes and gains), and a $103 million decrease
in working capital and other requirements. Mast of the improvement
was driven by higher net income at Detroit Edison that was the
result of improvad revenues and gross margin stemming from a full
year of higher rates granted in the 2004 electric rate orders and
lower customer choice penetration. The working capital improvement
was driven by MichCon and resulted primarily from declining GCR
factors which had the effect of lowering customer accounts receivable
balances. This improvement was partielly offset by working capital
requirements at Detroit Edison that resulted from pension and
Voluntary Employees Beneficiary Association (VEBA) contributions
totaling $271 miltion in 2006.

Outlook — We expect cash flow from operations to increase aver the
long-term primarily due to improvements from higher earnings at our
utilities. We have incurred costs associated with implementation of
our Performance Excellence Process, but we began to realize
sustained net cost savings in 2007. We also may be impacted by the
delayed collection of underrecoveries of our PSCR and GCR costs and
electric and gas accounts receivable as a result of MPSC orders. Gas
prices are likely to be a source of volatility with regard to working
capital requirements for the foreseeable future. We are continuing
our efforts to identify oppartunities to improve cash fiow through
working capital initiatives.

We anticipate approximately $200 million of synfuel-related cash
impacts in 2008, which consist of the final recenciliation of cash
from synthetic fuel operations (related to activity prior to December
31, 2007), praceeds from option hedges, approximately $100 million
of tax credit carryforward utilization and other tax benefits that are
expected to reduce future tax payments. The synthetic fuel business
is reported as a discontinued operation as of December 31, 2007.

Cash from Investing Activities

Cash inflows associated with investing activities are primarily
generated from the sale of assets. In any given year, we will look

to realize cash fram under-perfarming or non-strategic assets or
matured fully valued assets. Capital spending within the utility
business is primarily to maintain our generation and distribution
infrastructure, comply with environmentai regulations and gas
pipeline replacements. Capital spending within our nen-utility
businesses is for ongoing maintenance and expansion. The balance

of non-utility spending is for growth, which we manage very
carefully. We look to make investments that meet strict criteria in
terms of strategy, management skills, risks and returns. All new
investments are analyzed for their rates of return and cash payback
an arisk adjusted basis. We have been disciplined in how we deploy
capital and will not make investments unless they meet our criteria.
For new business lines, we initially invest based on research and
analysis. We start with a limited investment, we evaluate results
and either expand or exit the business based on those results. In any
given year, tha amount of growth capital will be determined by the
underlying cash flows of the Company with a clear understanding of
any potential impact on cur credit ratings.

Net cash from investing activities increased $1.5 billion in 2007,
due primarily to the sale of our Antrim shale gas exploration and
production business and lower capital expenditures.

Net cash outflows relating to investing activities increased

$392 million in 2006 compared to 2005. The 2008 change was
primarily due to increased capital expenditures. The increase in
capital expendituras was driven by environmental expenditures,
EBS development and distribution projects at Detroit Edison,
pipeine reliability and inventory management projects at MichCan,
and growth-orientad projects across our non-utility segments.

We will continue 1o pursue opportunities to grow our businesses
in a disciplined fashion if we can find opportunities that meet our
strategic, financial and risk criteria.

Cash from Financing Activities

We rely on both short-term borrowing and long-term financing as a
source of funding for our capital requirements not satisfied by our
operations. Short-term borrowings, which are mostly in the form of
commercial paper borrowings, pravide us with the liquidity needed
on a daily basis. Our commercial paper pregram is supported by our
unsecured credit facilities.

Our strategy is to have a targeted debt portfolio blend of fixed and
variable interest rates and maturity. We continually evaluate our
leverage target, which is currently 50% to 52%, to ensure it is
consistent with our objective to have a strong investment grade
debt rating. We have completed a number of refinancings with the
effect of extending the average maturity of nur long-term debt and
strengthening our balance sheet. The extension of the average
maturity was accemplished at interest rates that lowered our

debt costs.

The current credit situation impacts our short-term financing activities,
long-term financing activities, and the funding obligations of our
defined benefit pension plans. In response, we have undertaken
cantingency planning efforts to mitigate any adverse impacts to our
businesses resulting from the liquidity issues in the credit markets.
We have performed an assessment of our ability to obtain financing
and do not anticipate any issues with financing in the public or
private markets in 2008. With respect to short-term financing, we
have the ability to draw on bank lines if there is a further disruption
in the commercial paper market. Additionally, a decrease in the fair
value of our pension plan assets, which fluctuates based on current
market conditions, could result in increased funding requirements to
our pension plans. We will continue to monitor developments in the
credit markets and the potential impacts on our business.

Net cash used for financing activities increased $1.3 billion in 2007
primarily related to the repurchase of common stock, a decrease in
short-term borrowings and the issuance of long-term debt, partially
offset by lower debt redemptions.

Net cash used for financing activities increased $36 million during
2006 compared to 2005, due mostly to a decrease in short-term
borrowings and the issuance of common stock and long-term debt,
partially offset by lower debt redemptions.

See Notes 11, 12, and 13 of the Notes to Consolidated Financial
Statements.
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We anticipate approximately $200 million of synfuel-related cash
impacts in 2008 and 2009, which consists of cash from operations
and proceeds from option hedges, including approximately

$100 million of tax credit carryforward utilization and other tax
benefits that are expected to reduce future tax payments. As part of
a strategic review of our non-utility operations, we have taken and
continue to pursue various actions including the sale, restructuring
or recapitalization of certain nan-utility businesses that generated
approximately $900 million in after-tax cash proceeds in 2007 and
are expected to generate an additional approximately 3800 million
in 2008. We have used approximately $725 million ta repurchase
common stock and approximately $500 million to redeem
putstanding debt. in 2008, upon completion of our remaining
monetization activities, we expect to repurchase an additional
approximately $275 million of commeon stock and to use approxi-
mately $200 million te redeem outstanding debt, assuming the
expected asset sales occur. Qur objectives for cash redeployment
are to increase shareholder value, strengthen the balance sheet and
coverage ratios to imprave our current credit rating and outlook, and
to have any monetizations be accretive to earnings per share.

As of December 31, 2007, the Company had $238 million of variable
auction rate tax exempt bonds. These bends, which are subject to
rate reset every 7 days, are insured by bond insurers, Overall credit
market conditions have resutted in credit rating downgrades and may
result in future credit rating downgrades for the bond insurers. This
has caused a loss in liguidity in the auction rate markets for their
insured bonds. These conditions have negatively impacted interest
rates, inciuding default rates in the case of failed auctions. The
Company does not expect its interest rate expasure regarding these
bonds to be material. The Company plans to purchase and hotd the
bonds in a weekly rate mode until which time it can either refinance
and reissue the bonds or convert the bonds to a longer-term mode.

Contractual Obligations

The following table details our contractual obligations for debt
redemptions, leases, purchase abligations and other long-term
obligations as of December 31, 2007

LessThan 1-3 4-5 After
{in Mitfions) Total 1Year Years Years 5Years
Contractual Obligations
Long-term debt;
Mortgage bonds,
notes and other {1} $ 5933 $ 327 $ 750 81,053 $3,803

Securitization bonds 1,185 120 272 314 479

Trust preferred-linked
securities 289 - - - 289
Capital lease obligations {1) 106 15 29 2 41
Interest {1} 6,080 453 847 668 4,112
Operating leases {1} 233 44 64 43 82
Electric, gas, fuel,
transportation and storage

purchase obligations (2} 5,706 2,898 2,002 166 640
Other long-term
pbligations (1) (3} 154 43 45 27 39

$19,686 $3,900 4008 $2292 $9485

{1} Includes obligations asscciated with assets held for sale of $22 million of ather long-tarm debt,
£33 million of capital lease obligatians, $3 million of interest, $22 million of operating leases
and other long-term obligations of $34 million.
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Total obligations

(2] Excludes amounts associated with full requirements contracts where na stated minimum
purchase volume is required.

(3] inctudes liabilities for unrecognized tax benefits of $19 million.

Credit Ratings

Credit ratings are intended to provide banks and capital market
participants with a framework for comparing the credit quality of
securities and are not a recommendation to buy, sell or hold securities.
Management believes that our current credit ratings provide
sufficient access to the capital markets. However, disruptions in the
banking and capital markets not specifically related to us may affect
our ability to access these funding sources or cause an increase in
the return required by investors.

We have issued guarantees for the benefit of various non-utility
subsidiaries. In the event that our credit rating is downgraded to
below investment grade, certain of these guarantees would require
us to post cash or letters of credit valued at approximately $488 million
at December 31, 2007. Additionaly, upon a downgrade, our trading
business could be required to restrict operations and our access to
the short-term commercial paper market could be restricted ar
eliminated. While we currently do not anticipate such a downgrade,
we cannot predict the outcome of current or future credit rating
agency reviews. The following table shows our credit rating as
determined by three nationally respected credit rating agencies. All
ratings are considered investment grade and affect the value of the
related securities.

Credit Rating Agency
Moody's
Standard Investors  Fitch
Entity Description & Poor's  Service Ratings
DTE Energy  Senior Unsecured Debt BBB- Baa2 BBEB
Commercial Paper A-2 P-2 F2
Detroit Edison Senior Secured Debt A- A3 A-
Commercial Paper A-2 P-2 F2
MichCon Senior Secured Debt  BBB+ A3 A-
Commercial Paper A-2 P-2 F2

Critical Accounting Estimates

There are estimates used in preparing the consalidated financial
statements that require considerable judgment. Such estimates
relate to regulation, risk management and trading activities,
allowance for doubtful accounts, goodwill, pension and postretire-
ment costs, legal reserves, insured and uninsured risks, accounting
for tax obligations and production tax credits.

Regulation

A significant portion of our business is subject to regutation. Detroit
Edison and MichCon currently meet the criteria of SFAS No. 71,

Accounting for the Effects of Certain Types of Regufation. Application
of this standard results in differences in the application of generally
accepted accounting principles between regulated and non-regulated
businesses. SFAS No. 71 requires the recording of regulatory assets




and liabilities for certain transactions that would have been treated
as revenue or expense in non-regutated businesses. Future regulatory
changes or changes in the competitive environment could result in
discantinuing the application of SFAS No. 71 for some or all of our
businesses. Management believes that currently available facts
support the cantinued application of SFAS No. 71 and that all
regulatory assets and liahilities are recoverable or refundable in the
current rate environment. See Note 5 of the Notes to Consolidated
Financial Statements.

Risk Management and Trading Activities

Risk management and trading activities are accounted for in
accordance with SFAS No. 133, Accounting for Derivative Instruments
and Hedging Activities, as amended and interpreted. As amended,
SFAS No. 133 establishes accounting and reporting standards for
derivative instruments, including certain derivative instruments
embedded in other contracts and for hedging activities. All deriva-
tives are recorded at fair value and shown as "Assets or Habilities
from risk management and trading activities” in the Consaolidated
Statements of Financtal Pasition. Derivatives are measured at fair
value, and changes in the fair value of the derivative instruments ase
recognized in earnings in the period of change, unless the derivative
meets certain defined conditions and qualifies as an effective hedge.
SFAS No. 133 also provides a scope exception for contracts that
meet the normal purchase and sales criteria specified in the standard.
The normal purchases and normal sales exception requires, among
other things, physical delivery in quantities expected to be used or
sold over a reasonable period in the normal course of business.
Contracts that are designated as normal purchases and normal sales
are not recorded at fair value. A majority of the contracts entered
into by Detroit Edisan and MichCon meet the criteria specified for
this exception. The fair values of derivative contracts are determined
from a combinaticn of active quotes, pubtished indexes and math-
ematical valuation models. Valuation models require various inputs
and assumptions, including forward prices, volatility, interest rates,
and exercise periods. The fair values we calculate for our derivatives
may change significantly as inputs and assumptions are updated for
new infoermation. The cash returns we actually realize on our deriva-
tives may be different from the results we estimate using models.

Allowance for Doubtful Accounts

We establish an allowance for doubtful accounts based upon factors
surrounding the credit risk of specific customers, histarical trends,
economic conditions, age of receivables and other information.
Higher customer bills due to increased electricity and gas prices,

the lack of adequate levels of assistance for low-income customers
and economic conditions have also contributed to the increase in
past due receivables. As a result of these factors, our allowance

for doubtful accounts increased in 2007 and 2006. We believe the
allowance for doubtful accounts is based on reasonable estimates.
As part of the 2005 gas rate order for MichCon, the MPSC provided
for the establishment of an uncollectible accounts tracking mechanism
that partially mitigates the impact associated with MichCon
uncollectible expenses. However, failure to make continued progress
in collecting our past due receivables in light of rising energy prices
would unfavorably affect operating results and cash flow.

Goodwill

Certain of our business units have goodwill resulting from purchase
business combinations. In accardance with SFAS No. 142, Goodwill
and Other Intangible Assets, each of our reporting units with
goodwill is required to perform impairment tests annually or
whenever events or circumstances indicate that the value of
goodwill may be impaired. In arder to perform these impairment
1ests, we must determine the reparting unit's fair value using
valuation techniques, which use estimates of discounted future
cash flows to be generated by the reporting unit. These cash flow
valuations involve a number of estimates that require broad
assumptions and significant judgment by management regarding
future performanca. To the extent estimated cash flows are revised
downward, the reporting unit may be required to write down all or a
portion of its goodwill, which would adversely impact our earnings.

As of December 31, 2007, our goodwill totaled $2 hillion. The majority
of our goodwill is allocated to our utility reporting units. The value
of the utility reporting units may be significantly impacted by rate
orders and the regulatory environment.

Based on our 2007 goodwill impairment test, we determined that
the fair value of our remaining operating reporting units exceeded
their carrying valuz and no impairment existed. We will continue to
monitor our estimates and assumptions regarding future cash flows.
While we believe our assumptions are reasonable, actual results
may differ from our projections.

Pension and Postretirement Costs

Qur costs of providing pension and postretirement benefits are
dependent upon a number of factars, including rates of return on
plan assets, the discount rate, the rate of increase in health care
casts and the amount and timing of plan sponsor contributions.

We had pension costs for qualified pension ptans of $67 million in
2007 {including Special Termination Benefits of $8 million),

$125 million in 2006 {including Special Termination Benefits of

$49 million), and $90 million in 2005. Postretirement benefits costs
for all plans were $188 million in 2007 {including Special Termination
Benefits of $2 million), $197 million in 2006 {including Special
Termination Benefits of $8 miltion}, and $155 million in 2005. Pension
and postretirement benefits costs for 2007 are calculated based
upon a number of actuarial assumptions, including an expected
long-term rate of return on our plan assets of 8.75%. In developing
our expected long-term rate of return assumption, we evaluated
asset class risk and return expectations, as well as inflation
assumptions. Projected returns are based on broad equity and bond
markets. Our 2008 expected long-term rate of return on plan assets
is based on an assat allocation assumption utilizing active investment
management of 55% in equity markets, 20% in fixed income
markets, and 25% invested in other assets. Because of market
volatility, we pericdically review our asset allocation and rebalance
our portfolio when considered appropriate. Given market conditions,
we believe that 8.75% is a reasonable long-term rate of return on
our plan assets for 2008. We wil! continue to evalugte our actuarial
assumptions, including our expected rate of return, at least annually.
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We hase our determination of the expected return on qualified plan
assets on a market-related valuation of assets, which reduces year-
to-year volatility. This market-related valuation recognizes changes
in fair value in a systematic manner over a three-year period.
Accordingly, the future vafue of assets will be impacted as previously
deferred gains or losses are recorded. We have unrecognized net
gains due to the performance of the financial markets. As of
December 31, 2007, we had $63 million of cumulative gains that
remain to be recognized in the calculation of the market-related
value of assets.

The discount rate that we utilize for determining future pension and
postretirement benefit abligations is based on a yield curve approach
and a review of bonds that receive one of the two highest ratings
given by a recognized rating agency. The yield curve approach
matches projected plan pension and postretirement benefit payment
streams with band portfolios reflecting actual liability duration
unique 1o our plans. The discount rate determined on this basis
increased from 5.7% at December 31, 2006 to 6.5% at December 31,
2007. Due to recent company contributions, financial market perfor-
mance and higher discount rates, we estimate that our 2008 total
pension costs will approximate $29 million compared to $67 million
in 2007 and our 2008 postretirement benefit costs will approximate
$146 mitlion compared to $188 million in 2007. n the last several
years, we have made modifications to the pension and postretire-
ment benefit plans to mitigate the earnings impact of higher costs.
Future actual pension and postretirement benefit costs will depend
on future investment performance, changes in future discount rates
and various other factors refated to plan design. Additionally, future
pension costs for Detroit Edison will be affected by a pension tracking
mechanism, which was authorized by the MPSC in its November 2004
electric rate order. The tracking mechanism provides for the recovery
or refunding of pension costs above or below the amount reflected
in Detroit Edison’s base rates. In April 2005, the MPSC appraved

the deferral of the non-capitalized portion of MichCon's negative
pension expense. MichCon will record a regulatory liability for any
negative pension costs, as determined under generally accepted
accounting principles.

Lowering the expected long-term rate of return on our plan assets

by one-percentage-point would have increased our 2007 qualified
pension costs by approximately $26 million. Lowering the discount
rate and the salary increase assumptions by one-percentage-point
would have increased our 2007 pension costs by approximately

$10 milkion. Lowering the health care cost trend assumptions by one-
percentage-point would have decreased our postretirement benefit
service and interest casts for 2007 by approximately $24 milion.

The market value of our pension and postretirement benefit plan
assets has been affected in a positive manner by the financial
markets. The value of our plan assets was $3.5 billion at November
30, 2006 and $3.8 billion at November 30, 2007. At December 31,
2006, we adopted SFAS No. 158 that required us to recognize the
underfunded status of our pension and other pastretirement plans.
The impact of the adoption of SFAS No. 158 was an increase in
pension and postretirement benefit liabilities of approximately
$1.3 billion in 2006. We requested and received agreement from
the MPSC to recerd the additional liability amounts for the Detroit
Edison and MichCon benefit plans on the Statements of Financial
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Position as a Regulatory asset. As a result, Regulatory assets were
increased by approximately $1.2 billion. The remainder of the increase
in pension and postretirement benefit liabilities is included in
Accumulated other comprehensive loss, net of tax. At December 31,
2007 our qualified pensicn plans were overfunded by $152 million,
our non-qualified pension plans were underfunded by $71 milkion,
and our other postretirement benefit plans were underfunded by
$1.1 billian, reflacted in nancurrent assets, current liabilities, and
noncurrent liabilities, respectively. The improvement relative to
2006 results from Company contributions, investment performance
returns, and increased discount rates.

Pension and postretirement costs and pensicn cash funding
requirements may increase in future years without substantial
returns in the financial markets. We made a $180 million pension
contribution in 2006 and made a $150 million pension contribution
in 2007. At the discretion of management and depending upon
financial market conditions, we anticipate making upto a

$150 million contribution to our qualified pension plans in 2008

and up to $400 million over the next five years. Also, we anticipate
making up to a $5 million contribution to our nongualified benefit
plans in 2008 and up to $25 million over the next five years. We
made a $116 million centribution to our postretirement benefit plans
in 2006 and made a $76 million contribution to our pastretirement
benefit plans in 2007. At the discretion of management, and
depending upan financial market conditions, we anticipate making
up to a $116 million contribution to our postretirement plans in 2008
and up to $800 million over the next five vears.

In December 2003, the Medicare Prescription Drug, Improvement
and Modernization Act was signed into law. This Act provides for a
federal subsidy to sponsors of retiree health care benefit plans that
provide a bengfit that is at least actuarially equivalent to the benefit
established by law. The effects of the subsidy on the measurement
of net periodic postretirement benefit costs reduced costs by

$16 million in 2007, $17 miltion in 2006, and $20 millicn in 2005.

See Note 17 of the Notes to Consolidated Financial Statements.

Legal Reserves

We are involved in various legal proceedings, claims and litigation
arising in the ordinary course of business. We regularly assess our
liabilities and contingencies in cannection with asserted or potentiat
matters, and establish reserves when appropriate. Legal reserves are
based upon management’s assessment of pending and threatened
legal proceedings and claims against us.

Insured and Uninsured Risks

Our comprehensive insurance program provides coverage for various
types of risks. Our insurance policies cover risk of loss including
property damage, general liability, workers” compensation, auto
tiability, and directors’ and officers’ liability. Under our risk manage-
ment policy, we self-insure portions of certain risks up to specified
limits, depending on the type of exposure. The maximum self-insured
retention for various risks is as follows: property damage —

$10 million, general liability — §7 million, workers’ compensation

— $8.5 million, and auto liability — $7 million. We have an actuarially
determined estimate of our incurred but not reparted {IBNR) liability




prepared annually and we adjust our reserves for self-insured risks
as appropriate. As of December 31, 2007, this IBNR liability was
approximately $40 million.

Accounting for Tax Obligations

We are required to make judgments regarding the potential tax
effects of various financial transactions and results of operations in
order to estimate our obligations to taxing authorities. Beginning
January 1, 2007, we began accounting for uncertain income tax
positions using a benefit recognitien model with a two-step approach,
a more-likely-than-not recognition criterion and a measurement
attribute that measures the position as the largest amount of tax
benefit that is greater than 50% likely of being realized upon
ultimate settlement in accordance with FIN 48, Accounting for
Uncertainty in Income Taxes, an Interpratation of FASB Statement
No. 108. If the benefit does not meet the more likely than not
criteria for being sustained on its technical merits, no benefit will be
recorded. Uncertain tax positions that relate only to timing of when
an item is included on a tax return are considered to have met the
recagnition threshold. Prior to January 1, 2007, we estimated
uncertain income tax obligations in accordance with SFAS No. 109,
Accounting for Income Taxes, SFAS No. B, Accounting for Contingencies
and Statement of Financial Accounting Concepts No. 6 {CON B},
Elements of Financial Statements. We also have non-income tax
obligations related to real estate, sales and use and employment-
related taxes and ongoing appeals related to these tax matters that
are outside the scope of FIN 48 and accounted for under SFAS No. 5
and CON 6.

Accounting for tax obligations requires judgments, including
assessing whether tax benefits are more likely than not to be
sustained, and estimating reserves for potential adverse outcomes
regarding tax positions that have been taken. We also assess our
ahility to utilize tax attributes, including those in the form of
carryforwards, for which the benefits have already been reflected in
the financial statements. We do not record valuation allowances
for deferred tax assets related to capital losses that we believe
will be realized in future periods. While we believe the resulting
tax reserve halances as of December 31, 2007 and December 31,
2006 are appropriately accounted for in accordance with FIN 48,
SFAS No. 5, SFAS No. 109 and CON 6 as applicable, the ultimate
outcome of such matters could result in favorable or unfavorable
adjustments to our consolidated financial statements and such
adjustments could be material.

Production Tax Credits

We generated production tax credits from our synfuel operations
through December 31, 2007. Our coke battery and fandfill gas
recovery operations also generate production tax credits with varying
expiration dates. We recognize earnings as tax credits are generated
at our facilities in one of two ways. First, to the extent we have sold
an interest in our synfuel facilities to third parties, we recognize
gains as synfuel is produced and sold, and when there is persuasive
evidence that the sales proceeds have become fixed or determinable,
when probability of refund is considered remote and collectibility is
reasonably assured. Second, to the extent we generate credits to our
OwWn account, we recognize eamings through reduced tax expense.

All production tax credits are subject to audit by the IRS. However,
all of our synfuel facilities have received favorable private lettar
rulings from the IRS with respect to their operations. Audits of five
of our synfuel facilities were successfully completed in the past two
years. If production tax credits were disallowed in whole or in part
as a result of an IRS audit, there could be a significant write-off of
previously recorded earnings from such tax credits.

Tax credits generated by our facilities were $217 million in 2007 as
compared to $295 million in 2006, and $617 million in 2005. The
portion of tax credits generated for our own account was $31 million
in 2007, as compared to $35 million in 2006, and $55 million in
2005, with the remaining credits generated aflocated to third

party partners.

Tax credits related to synfuels are classified as income from
discontinued operations in our consolidated statement of operations,

Environmental Matters

Protecting the envirenment, as well as correcting past environmental
damage, continues to be a focus of state and federal regulators.
Legislation and/ar rulemaking could further impact the electric

utility industry including Detroit Edison. The Environmental Protection
Agency (EPA) and the Michigan Department of Environmental Quality
(MDEQ) have aggressive programs to clean up contaminated property.

Electric Utility

Alr — Detroit Edison is subject to EPA ozone transport and acid rain
regulations that limit power plant emissions of sulfur dioxide and
nitrogen oxides. In March 2005, the EPA issued additional emission
reduction regulations relating to ozone, fine particulate, regional
haze and mercury air pollution. The new rules will lead to additional
controls on fossil-fueled power plants to reduce nitrogen oxide,
sulfur dioxide and mercury emissions. To comply with these
requirements, Detroit Edison has spent approximately $1.1 billien
through 2007. We estimate Detroit Edison will incur future capital
expenditures of up to $282 million in 2008 and up to $2.4 billion

of additional capital expenditures through 2018 to satisfy both the
existing and proposed new control requirements.

The EPA has ongoing enforcement actions against several major
electric utilities citing violations of new source provisians of the
Clean Air Act. Detroit Edison received and responded to information
requests from the EPA on this subject. The EPA has not initiated
praceedings against Detroit Edison. In October 2003, the EPA
promulgated revised regulations to clarify new source review
provisions going forward. Several states and environmental
organizations have challenged these regulations and, in December
2003, a stay was issued unti! the U.S. Court of Appeals D.C. Circuit
renders an opinion in the case. We cannot predict the future impact
of this issue upon Detroit Edison.

Global Climate Change — Praposals for voluntary initiatives and
mandatory controls are being discussed in the United States to
reduce greenhouse gases such as carbon dioxide, a by-product of
burning foss fuels. There may be legislative action to address the
issue of changes in climate that result from the build up of green-
house gases, including carbon dioxide, in the atmosphere. We
cannot predict the impact any legislative or regulatory action may
have on our operations and financial position.
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Water — In response to an EPA regulation, currently under judicial
review, Detrait Edison is required to examine alternatives for reducing
the environmental impacts of the cooling water intake structures at
several of its facHities. Based on the results of the studies to be
conducted over the next several years, Detroit Edison may be required
to install additional control technologies to reduce the impacts of the
intakes. Initially, we estimated that we will incur up to appraximately
$55 million aver the next four to six years in additional capital expen-
ditures to comply with these requirements. However, a recent court
decision remanded back to the EPA several provisions of the

federal regulation that has resulted in a delay in compliance
requirements. The court decision also raised the possibility that we
may have to install cooling towers at some facilities, substantially
increasing capital expenditures. We cannot predict the effect on
Detroit Edison of this court decision or any resulting regulations.

Contaminated Sites — Detrait Edisan conducted remedial
investigations at contaminated sites, including three former
manufactured gas plant {MGP} sites, the area surrounding an ash
landfili and several underground and ahoveground storage tank
locations. We have a reserve balance of $15 million as of

December 31, 2007 for the remediation of these sites over the next
several years. In addition, Detroit Edison expects to make approxi-
mately $5 million of capital improvements to the ash landfill in 2008.

Gas Utility

Contaminated Sites — Prior ta the construction of major interstate
natural gas pipelines, gas for heating and other uses was manufac-
tured locally from processes involving coal, coke ar oil. Gas Utility
owns, or previously owned, 15 farmer MGP sites. Investigations
have revealed contamination related to the by-products of gas
manufacturing at each site. In addition to the MGP sites, Gas Utility is
also in the process of cleaning up other contaminated sites. Cleanup
activities associated with these sites will be conducted over the next
several years. As a result of these determinations, we have recorded
liabilities of $40 million and $2 millicn for the MGP and other
contaminated sites, respectively. It is estimated that Gas Utility may
spend $6 million in expenses refated to cleanup costs in 2008.

A cost deferral and rate recovery mechanism was approved by the
MPSC for investigation and remediation costs incurred at former
MGP sites. After a study was completed in 1995, Gas Utility accrued
an additional liability and a corresponding regulatory asset of

$35 million. During 2007, we spent approximately $2 million
investigating and remediating these former MGP sites. We accrued
an additional $1 million in remediation liakilities associated with
former MGP halders to increase the reserve halance to $40 million
as of December 31, 2007.

Any significant change in assumptions, such as remediation
techniques, nature and extent of contamination and regulatory
requirements, could impact the estimate of remedial action costs
for the sites and thereby affect our financial position and cash flows.
However, we anticipate the cost deferral and rate recovery
mechanism approved by the MPSC will prevent environmental costs
from having a material adverse impact on our consolidated results
of operations.
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Other

Qur non-utility affiliates are subject to a number of environmental
laws and regulations dealing with the protection of the environment
fram various polletants. We are tn the pracess of installing new
environmental equipment at cur coke battery facilities in Michigan.
We expect the project to be substantially completed during 2009

at a cost of approximately $15 miltion. Qur non-utility affiliates are
substantially in compliance with all environmental requirements.

Various state and federal laws regulate our handling, storage and
disposal of waste materiats. The EPA and the MDEQ have aggressive
programs t0 manage the clean up of contaminated property. We
have extensive land holdings and, from time to time, must investigate
claims of improperly disposed contaminants. We anticipate our
utility and non-utility companies may periodically be included in
various types of environmental proceedings.

New Accounting Pronouncements

See Note 2 of the Notes to Consolidated Financial Statements.

Fair Value Of Contracts

The accounting standards for determining whether a contract meets
the criteria for derivative accounting are numerous and complex.
Mareover. significant judgment is required to determine whether a
contract requires derivative accounting. and similar contracts can
sometimes be accounted for differently. If a contract is accounted for
as a derivative instrument, it is recorded in the financtal statements
as “Assets or Liabilities from risk management and trading activities,”
at the fair value of the contract. The recorded fair value of the
contract is then adjusted at each reporting date, in the Consolidated
Statemnents of Operations, to reflect any change in the fair value of
the contract, a practice known as mark-to-market (MTM) accounting.
Changes in the fair value of a designated derivative that is highly
effective as a cash flow hedge are recorded as a component of
Accumulated other comprehensive income, net of taxes, until the
hedged item affects income. These amounts are subsequently
reclassified into earmnings as a component of the value of the
forecasted transaction, in the same period as the forecasted
transaction affects eamings. The ineffective portion of the fair

value changes is recognized in the Consoiidated Statements of
Operations immediately.

Fair value represents the amount at which willing parties wouid
transact an arms-length transaction. To determine the fair value

of contracts accounted for as derivative instruments, we use a
combination of quoted market prices, braker quotes and mathematical
valuation models. Valuation models require various inputs, including
forward prices, volatifity, interest rates, and exercise periods.

Contracts we typically classify as derivative instruments include
power, gas, certain coal, and oil forwards, futures, options and
swaps, as well as foreign currency contracts. [tems we do nat
generally account for as derivatives (and which are therefore
excluded from the following tables) include gas inventory, gas
storage and transportation arrangements, and gas and ol reserves.

The subsequent tables contain the following four categories
represented by their operating characteristics and key risks.




B “Proprietary Trading” represents derivative activity transacted
with the intent of taking a view, capturing market price changes,
or putting capital at risk. This activity is speculative in nature as
opposed to hedging an existing exposure.

m “Structured Cantracts” represents derivative activity transacted
by eriginating substantially hedged positions with wholesale
energy marketers, producers, end users, utilities, retail aggrega-
tors and alternative energy suppliers. Although transactions are
generally executed with a buyer and seller simultaneousty, some
positions remain open until a suitable offsetting transaction can
be executed.

B “Economic Hedges" represents derivative activity asscciated
with assets owned and contracted by DTE Energy, including
forward sales of gas production and trades associated with

owned transportation and storage capacity. Changes in the value
of derivatives in this category economically offset changes in the

Roll-Forward of MTM Energy Contract Net Assets

value of underlying non-derivative positions, which do not qualify
for fair value accounting. The difference in accounting treatment
of derivatives in this category and the underlying non-derivative
positions can result in significant earnings volatility.

® “Other” primarily represents derivative activity associated with

our gas reserves and discontinued synfuel operations. A portion
of the price risk associated with anticipated production from the
Bamett gas reserves has been mitigated through 2010. Changes
in the value of the hedges are recorded as “Assets or Liabilities
from risk management and trading activities,” with an offset in
QOther comprehensive income to the extent that the hedges are
deemed effective. Qil-related derivative contracts were executed
to economically hedge cash flow risks related to underlying, non-
derivative synfuel related positions through 2007. The amounts
shown in the following tables exclude the value of the underlying
gas reserves and synfuel proceeds including changes therein,

The following tables provide details on changes in our MTM net asset {or liability) position during 2007:

Proprietary  Structured Economic

fin Millions) Trading Contracts Hedges Other Total
MTM at December 31, 2006 @ $ {2) 5 {36) $  (24) §
Reclassed to realized upon settlement 22 1 77 16 56
Changes in fair value recorded to income 4 (57} 23 {2204 {1} {250)
Amortization of option premiums {10} {2} - (101} (2) {113)
Amgunts recorded to unrealized income 16 (58) 40 {305) (307
Amounts recorded in Other comprehensive Income - - - )] {1
Transfer of contracts - (323) - 323 -
Option premiums paid and other 1 37 - 9 47

MTM at December 31, 2007

$

8 §  (346) 3 4 $ 2 $ (332

{1) Change in fair value of contracts in Unconventional Gas Production prior to the transfer to Energy Trading as a result of the Antrim sale.

12) Realized synfuel option premiums by Power and Industrial Projects.

A substantial portion of the Company's price risk related to its Antrim
shale gas exploration and production business had been mitigated by
financial contracts that hedged our price risk exposure through 2013.

These financial contracts were accounted for as cash flow hedges,
with changes in estimated fair value of the contracts reflected in
Other comprehensive income. Upon the sale of Antrim, the financial
contracts no longer qualified as cash flow hedges. The contracts
were retained and offsetting financial contracts were put into place
to effectively settle these positions.

The following table provides a current and noncurrent analysis of
"Assets and Liabilities from risk management and trading activities,”
as reflected on the Consolidated Statements of Financial Position as
of December 31, 2007. Amounts that relate to contracts that become
due within twelve months are classified as current and all remaining
amounts are classified as noncurrent.

Proprietary  Structured Economic Assets
fin Millions} Trading Contracts Hedges Eliminations Other {Liabilities}
Current assets § 3 $ 135 £ 29 $ (9 3 5 $ 195
Noncurrent assets 9 194 8 4 - 207
Total MTM assets 44 329 37 {13} 5 402
Current liabilities (34) (234} {23} 9 - (282)
Noncurrent liabilities (2 (441} (10 4 (3) (452)
Total MTM liabilities {36} {675} (33) 13 (3 (734)
Total MTM net assets (liabilities) $ 8 $ {346) $ 4 5 - 5 2 $ (332)

DTE Energy Annual Report 2007 39




Maturity of Fair Value of MTM Energy Contract
Net Assets

We manage our MTM risk on a portfolio basis based upon the
delivery period of our contracts and the individual components of the
risks within each contract. Accordingly, we record and manage the
energy purchase and sale obligations under our contracts in separate
components based on the commodity (e.q. electricity or gas), the
product {e.g. electricity for delivery during peak or off-peak hours},
the delivery location {e.g. by region), the risk profile {e.g. forward or
option), and the delivery period {e.g. by month and year).

We determine the MTM adjustment for our derivative contracts from
a combination of active quotes, published indexes and mathematical
valuaticn models. We generally derive the pricing for our contracts
from active quotes or external resources. Actively quoted indexes
include exchange-traded positions such as the New York Mercantile
Exchange and the Intercontinental Exchange, and over-the-counter
positions for which broker quotes are avaitable. For periods in which
external market data is not readily observable, we estimate value
using mathematical valuation models. We periodically update our
policy and valuation methodologies for changes in market liquidity
and other assumptions which may impact the estimated fair value

of our derivative contracts. During 2007, we performed an analysis
of the energy markets and its participants, including an evaluation of
liquidity. As a result, we revised our policy and valuation estimates
for the portions of our contracts that extend beyond the actively
traded reporting period. Accordingly, our power and natural gas
contracts are marked through 2011 and 2013, respectively. The
majority of our long-dated power contracts relate to retail or
structured transactions, which require the use of intemal models

1o estimate fair value.

As a result of adherence to generally accepted accounting principles,
the tables above do not include the expected earnings impacts of
certain non-derivative gas storage and power contracts. Consequently,
gains and losses from these positions may not match with the
related physical and financial hedging instruments in some reparting
periods, resulting in volatility in OTE Energy’s reported period-by-
period earnings; however, the financial impact of this timing ditference
will reverse at the time of physical delivery and/or settiement.

The table below shows the maturity of our MTM positions:

{in Millions} M Total
and Fair

Source of Fair Value 2008 2009 210 Beyond Value

Proprietary Trading $8 18 7 % -8% -5 8

Structured Contracts (99} {78} (52 (M7 {346)
Economic Hedges 6 - {2) - 4
Other 5 (2) {1) - 2
Total $ (87) § (73) § (55) $(117) $(332)
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Quantitative and Qualitative
Disclosures About Market Risk

Market Price Risk

OTE Energy has commodity price risk in both utility and non-utility
businesses arising from market price fluctuations.

The Electric and Gas utility businesses have risks in canjunction with
the anticipated purchases of coal, natural gas, uranium, electricity,
and base metals to meet their service obligations. Further, changes
in the price of electricity can impact the level of exposure of Customer
Choice programs and uncollectible expenses at the Electric Utility. In
addition, changes in the price of natural gas can impact the valuation
of lost gas, storage sales revenue and uncoilectible expenses at the
Gas Utility.

To limit our exposure to commodity price fluctuations, the utility
busingsses have applied various approaches including forward
energy, capacity, storage and futures contracts, as well as regulatory
rate-recovery mechanisms. Regulatory rate-recovery occurs in the
farm of PSCR and GCR mechanisms (see Note 1 of the Notes to
Consolidated Financial Statements) and a tracking mechanism to
mitigate some losses from customer migration due to electric
Customer Choice programs.

Our Power and Industrial Projects segment is subject to crude oil,
electricity, natural gas and coal based product price risk. As previously
discussed, production tax credits generaied by DTE Energy's coke
battery and landfill gas recovery operations are subject to phase-

out if domestic crude oil prices reach certain levels. The benefits
associated with tax credits may be subject to changes in federal tax
law. See Note 15 of the Notes to Consolidated Financial Statements.
To manage this exposure, we use forward energy, capacity and
futures contracts.

Our Unconventional Gas Production business segment has exposure
1o natural gas and, to a lesser extent, crude oil price fluctuations.
These commodity price fluctuations can impact both current year
garnings and reserve valuations. To manage this expasure we use
forward energy and futures contracts. )

Qur Energy Trading business segment has exposure to electricity,
natural gas, crude oil, heating oil, and foreign currency price
fluctuations. These risks are managed through its enesgy marketing
and trading operations through the use of forward energy, capacity,
storage, options and futures contracts, within pre-determined risk
parameters.

Qur Coat and Gas Midstream husiness segment has exposure to

natural gas and coal price fluctuations. These coal price risks are
managed primarily through its coal transportation and marketing

operations through the use of forward coal and futures contracts.
The Gas Midstream business unit manages its exposure through

the sale of long-term storage and transportation contracts.




Credit Risk

Bankrupicies

We purchase and sell electricity, gas, coal, coke and other energy
products from and to numerous companies operating in the steel,
automotive, energy, retail and other industries. Certain of our
customers have filed for bankruptcy protection under Chapter 11 of
the U.S. Bankruptcy Code. We regularly review contingent matters
relating to these customers and our purchase and sale contracts
and we record provisions for amaunts considered at risk of probable
loss. We believe our previously accrued amounts are adequate for
probable loss. The final resolution of these matters is not expected
to have a material effect on our financial statements.

Other

We engage in business with customers that are non-investment
grade. We closely monitor the credit ratings of these customers and,
when deemed necessary, we request callateral or guarantees from
such customers to secure their obligations.

EnergyTrading

We are exposed to credit risk through trading activities. Credit risk

is the potential loss that may result if our trading counterparties fail
to meet their contractual obligations. We utilize both external and
internally generated credit assessments when determining the credit
guatity of our trading counterparties. The following table displays the
credit quality of our trading counterparties as of December 31, 2007

Credit Exposure Net
before Cash  Cash Credit

{in Millions) Collateral  Collateral Exposure
Investment Grade (1)

A- and Greater $ 612 $ (00) $ 512

BBB+ and BBB 104 - 104

BBB- 45 - 46
Total Investment Grade 762 {100 662
Non-investment grade (2) 38 {5) 33
Internally Rated —

investment grade (3} 98 m 97
Internally Rated —

non-investment grade (4) 10 {8) 2

Total $ 4908 § (114} § 1%

[1) This category includes counterparties with minimum eredit ratings of Baa3 assigned by Moody's
Investor Service (Moody's) and BBB- assigned by Standard & Poor’s Rating Group, a division of
the McGraw-Hill Companies, [nc. [Standard & Poor's). The five largest counterparty exposures
combined for this category represented approximately 34 percent of the tatat gross credit exposure.

[2) This category includes counterparties with credit ratings that are below investment grade. The
five largest counterparty exposures combined for this category represented approximately three
percent of the total gross credit exposure.

|3) This category includes counterparties that have not been rated by Moody's or Standard & Poor's,
but are considered investment grade based on DTE Energy's evaluation of the counterparty’s
creditworthiness. The five largest counterparty exposures combined for this category repre-
sented approximately seven percent of the total gross credit exposure,

{4) This category includes counterparties that have not been rated by Moody's or Standard & Poor's,
and are considered non-investment geade based on DTE Energy's evaluation of the counter-
party’s creditworthiness. The five largest counterparty exposures combined for this category
represented approximately one percent of the total gross credit exposure.

Interest Rate Risk

DTE Energy is subject to interest rate risk in connection with the
issuance of debt and preferred securities. In order 10 manage
interest costs, we may use treasury locks and interest rate swap
agreements. Our exposure to interest rate risk arises primarily from
changes in U.S. Treasury rates, commercial paper rates and London
Inter-Bank Offered Rates (LIBOR). As of December 31, 2007, we had
a floating rate debt-to-totat debt ratio of approximately 18%
{excluding securitized debt).

Foreign Currency Risk

DTE Energy has foreign currency exchange risk arising from market
price fluctuations associated with fixed priced contracts. These
contracts are denominated in Canadian dollars anc are primarily for
the purchase and sale of power as weil as for long-term transportation
capacity. To limit our exposure to foreign currency fluctuations, we
have entered into a series of currency forward conracts through
January 2012, Additionally, we may enter inte fair value currency
hedges to mitigate changes in the value of contracts or loans.

Summary of Sensitivity Analysis

We performed a sensitivity analysis on the fair values of our
commodity contracts, lang-term debt instruments and foreign currency
forward contracts. The sensitivity analysis invalved increasing and
decreasing forward rates at December 31, 2007 by a hypothetical
10% and calculating the resulting change in the fair values.

The results of the sensitivity analysis calculations follow:

{in Mitlions} Assuming Assuming
a10% a 10%

increase decrease  Changeinthe
Activity inrates inrates fair value of
Coal Contracts $ (2} $§ 2 Commoditycontracts
Gas Contracts $ (13} $ 13 Commodity contracts
Power Contracts $ (13} $ 13 Commodity contracts
Interest Rate Risk $ (2900 $ 35 Long-term debt
Foreign Currency Risk  $ 1 % (1) Forward contracts
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DTE Energy Company

Report of Management’s Responsibility for Financial Statements
and Internal Control over Financial Reporting

Financial Statements

We have reviewed this annual report to shareholders, and based on our knowledge, this annual report does not cantain any untrue statement
of a material fact or omit to state a material fact necessary to make the statements made, in light of the circumstances under which such
statements were made, not misleading with respect to the period covered by this annual report. Also, based on our knowledge, the financial
statements, and other financial information included in this annual report, fairly present in all material respects the financial condition, results
of operations and cash flows of DTE Energy as of, and for, the periods presented.

Internal Control over Financial Reporting

The management of DTE Energy Company is responsibie for establishing and maintaining adequate internal contral over financial reporting.
DTE Energy Company’s internal control system was designed to provide reasenable assurance to the company’s management and board of
directors regarding the preparation and fair presentation of published financial statements.

All internal contro! systems, no matter how well designed, have inherent limitations. Therefore, even those systems determined to be effactive
can provide only reasonable assurance with respect to financial statement preparation and presentation. Projections of any evaluation of
the effectiveness to future periads are subject to the risks that control may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

OTE Energy Company management assessed the effectiveness of the company's internal control over financial reporting as of December 31,
2007. In making this assessment, it used the criteria set forth in /nternal Control — Integrated Framework issued by the Committee of
Sponsering Qrganizations of the Treadway Commission. Based an our assessment, management believes that, as of December 31, 2007,
DTE Energy Company's internal contro} over financial reporting was effective based on those criteria.

DTE Energy Company’s independent registered public accounting firm that audited the financial statements included in this annual report has
issued an attestation report on DTE Energy Company's internal control over financial reporting.

Calory S

Anthony F. Earley Jr.
Chairman and Chief Executive Officer

David E. Meador
" Executive Vice President and Chief Financial Officer




DTE Energy Company

Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of DTE Energy Company:

We have audited the internal controt over financial reporting of DTE Energy Company and subsidiaries (the "Company”) as of December 31,
2007, based on criteria established in intemal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission. The Campany’s management is responsible for maintaining effactive internal control aver financial raparting and for
its assessment of the effectiveness of internal contral over financial reporting, included in the accompanying Management’s report on internal
control over financial reporting. Our responsibility is to express an opinion on the Company's internal control over financial reporting based an
our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Gversight Board (United States). Those
standards require that we plan and perform the audit 1o obtain reasonable assurance about whether effective internal control over financial
reporting was maintained in all material respects. Our audit included obtaining an understanding of intemnal control over financial reporting,
assessing the risk that a material weakness exists, testing and evaluating the design and operating effectiveness of internal control based
on the assessed risk, and performing such other procedures as we considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the company's principal executive
and principal financial officers, or persons performing similar functions, and effected by the company’s board of directers, management, and
other personnel to provide reasonable assurance regarding the reliability of financial repofting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles. A company's internal controd over financial reporting includes
those policies and procedures that (1} pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; {2} provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of
the company are being made only in accordance with authorizations of management and directors of the company; and (3} provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or dispasition of the company’s assets that could have a
material effect on the financial statements,

Because of the inherent limitations of internal control aver financial reporting, including the possibility of collusien or improper management
override of controls, material misstatements due to error or fraud may not be prevented or detected on a timely basis. Also, projections of any
evaluation of the effectiveness of the internal control over financial reporting to future periods are subject to the risk that the controls may
become inadequate because of changes in conditions, o that the degree of compliance with the palicies or procedures may deteriorate.

in our opinion, the Company maintained, in all material respects, effective intemal control over financial reporting as of December 31, 2007,
hased on the criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission.

We have also audited, in accardance with the standards of the Public Company Accounting Oversight Beard (United States}, the cansolidated
financial statements as of and for the year ended December 31, 2007 of the Company and our report dated March 7, 2008 expressed an
unqualified opinion on those consolidated financial statements and included an explanatory paragraph regarding the Company’s adoption of
new accounting standards.

-D6/b;'f+¢ + { Oc.c,‘\e, P DEIOitte.
Detroit, Michigan Deloitte & Touche LLP
March 7, 2008 Suite 900, 600 Renaissance Center

Detroit, Michigan 48243-1704
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DTE Energy Company

Report of Independent Registered Public Accounting Firm

To the Board of Directors and Sharehalders of DTE Energy Company:

We have audited the consolidated statements of financial position of OTE Energy Company and subsidiaries (the "Company”) as of
December 31, 2007 and 2006, and the related consolidated statements of operations, cash flows, and changes in shareholders” equity and
comprehensive income for each of the three years in the period ended December 31, 2007. These financial statements are the responsibility
of the Company’s management. Our responsibility is to express an opinion on the consalidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board {United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit alse includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the
averall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

[n our opinign, such cansolidated financial statements present fairly, in ail material respects, the financial position of DTE Energy Company
and subsidiaries at December 31, 2007 and 2008, and the results of their operations and their cash flows for each of the three years in the
period ended December 31, 2007 in conformity with accounting principles generally accepted in the United States of America.

As discussed in Note B to the consolidated financial statements, in connection with the required adoption of a new accounting standard,

the Campany changed its methed of accounting for uncertainty in income taxes on January 1, 2007. As discussed in Notes 17 and 18 to the
consolidated financial statements, in connection with the required adoption of new accounting standards, in 2006 the Company changed its
method of accounting for defined benefit pension and other postretirement plans and share based payments, respectively. As discussed in
Note 1 to the consolidated financial statements, in connection with the required adeption of new accounting standards, in 2005 the Company
changed its method of accounting for asset retirement obligations.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board {United States), the Company’s
internal control aver financial reporting as of December 31, 2007, hased on the criteria established in Internal Controf — Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated March 7, 2008 expressed an
unqualified apinion on the Company’s internal control over financial reporting.

Detroit, Michigan Deloitte & Touche LLP
March 7, 2008 Suite 900, 600 Renaissance Center

Detroit, Michigan 48243-1704
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DTE Energy Company

| .
Consolidated Statements of Operations
\

Year Ended December 31 ‘

{in Mittions, Except per Share Amounts) 2007 2006 2005
Operating Revenues $ 8,506 $ 8159 $ 8094
Operating Expenses
Fuel, purchased power and gas 3,553 3,056 3,530
Operation and maintenance 2,892 2,671 2,625
Depreciation, depletion and amortization 932 990 810
Taxes other than income 57 309 254
Gain on sale of non-utility business (Note 3} {900) - -
Other asset {gains) and fosses, reserves and impairments, net 37 67 {23}
6,871 7,099 7,196
Operating Income 1,635 1,060 898

Other {Income) and Deductions

Interest expense 533 525 518
Interest income {25) (26) {22)
Other income {93) (61} {68)
Other expenses 65 86 55
480 524 483
Income Before Income Taxes and Minority Interest 1,155 536 415
Income Tax Provision 364 146 106
Minority Interest 4 1 37
Income from Continuing Operations 787 389 272
Discontinued Qperations
Loss from discontinued operations, net of tax 4 208 50
Minority interest in discontinued operations (188) (251) (318)
184 43 268
Cumulative Effect of Accounting Changes, net of tax - } (3
Net Income $ mn $ 433 $ 537

Basic Earnings per Common Share

Income from continuing operations $ 464 $ 2.19 5 1.56
Discontinued operations 1.09 24 . 1.53
Cumulative effect of accounting changes - 01 (.02)
Total $ 5.73 $ 2.44 $ 307

Diluted Earnings per Common Share

Income from continuing operations $ 462 s 2.8 $ 1.55
Discontinued operations 1.08 24 1.52
Cumulative effect of accounting changes - (]| {.02)
Total $ 5.70 $ 2.43 $ 3.05

Weighted Avarage Comman Shares Outstanding

Basic 169 177 175
Diluted 170 178 176
Dividends Daclared per Common Share $ 212 3 2075 $ 206

See Notes to Consolidated Financial Statements
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DTE Energy Company

Consolidated Statements of Financial Position

December 31
{in Miltions) 2007 2006
Assets
Current Assets
Cash and cash equivalents $ 123 $ 147
Restricted cash 140 146
Accounts receivable (less allowance for doubtful accounts of 8182 and $170, respectively)
Customer 1,658 1,427
Collateral held by others 56 68
Other 448 442
Accrued power and gas supply cost recovery revenue 76 17
Inventories
Fuel and gas 429 h62
Materials and supplies 204 153
Deferred income taxes 387 245
Assets from risk management and trading activities 195 461
COther 196 193
Current assets held for sale 83 -
3995 3,961
Investments
Nuclear decommissioning trust funds 824 740
Other 446 505
1,270 1,245
Property
Property, plant and equipment 18,809 19,224
Less accumulated depreciation and depletion {7,401} {7,773}
11,408 11,451
Other Assets
Goodwil) 2,037 2,057
Regulatory assets 2,786 3,226
Securitized raqulatory assets 1,124 1,235
Intangible assets 25 12
Notes receivable 87 164
Assets from risk management and trading activities 207 164
Prepaid pension assets 152 n
Other 16 139
Noncurrent assets held for sale 547 -
7,081 7128
Total Assets $ 23754 $ 23,78

Ses Notes to Conselidated Financial Statements
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DTE Energy Company

Consolidated Slltatements of Financial Position

December 31
{in Mitlions, Except Shares) 2007 2008
Liabilities And Sharehalders’ Equity
Current Liabilities
Accounts payable $ 1198 $ 114
Accrued interest 12 115
Dividends payable 8 94
Short-term borrowings 1,084 1.3
Current portion long-term debt, including capital leases 454 354
Liabilities from risk management and trading activities 282 437
Deferred gains and reserves 400 208
Other 566 680
Current liahilities associated with assets held for sale 48 -
4,231 4,164
Long-Term Debt {net of current portion}
Mortgage bonds, notes and ather 5576 5918
Securitization bonds 1,065 1,185
Trust preferred-linked securities 289 289
Capital lease obligations 4 82
6,97 1474
Other Liabilities
Deferred income taxes 1,824 1,465
Regulatory liabilities 1,168 765
Asset retirement obligations 1,217 1,223
Unamortized investment tax credit 108 120
Liabilities from risk management and trading activities 452 259
Liabilities from transportation and storage contracts 126 157
Accrued pension liability 68 388
Accrued postretirement liability 1,094 1,414
Deferred gains 15 36
Nuclear decommissioning 134 19
Other 303 32
Noncurrent liabilities associated with assets held for sale 82 -
6,651 6,256
Commitments and Contingencies (Notes 5, 6, and 16)
Minority Interest 43 a2
Shareholders’ Equity
Common stock, without par value, 400,000,000 shares authorized, 163,232,095 and 177,133,060 shares
issued and outstanding, respectively 3,176 3467
Retained earnings 2,790 2,593
Accumulated other comprehensive loss {113} 21)
5,853 5,849
Total Liabilities and Shareholders’ Equity $ 23754 § 23,785

See Notes to Consclidated Financial Statements
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DTE Energy Company

Consolidated Statements of Cash Flows

Year Ended December 31
fire Mitlions) 2007 2006 2005
Operating Activities
Net income $ an 3 433 537
Adjustments to reconcile net income to net cash from operating activities:
Depreciation, depletion and amortization 926 1,014 872
Deferred income taxes 144 28 147
Gain on sale of non-utiity business {900) - -
Other asset (gains), losses and reserves, net (9 (11} {38}
Gain on sale of interests in synfuel projects (248} (38} (367)
Impairment of synfuel projects 4 n -
Partners’ share of synfuel project losses (188) {251} (318)
Contributions from synfuel partners 229 197 243
Cumuiative effect of accounting changes - {1} 3
Changes in assets and liabilities, exclusive of changes shown separately
{Note 1) 196 8 {78)
Net cash from operating activities 1,125 1,456 100
Investing Activitias
Plant and equipment expenditures — utility {1,035) (1.126) (850}
Plant and equipment expenditures — non-utility (264) (Zm {215)
Acquisitions, net of cash acquired - {42) (50}
Proceeds from sale of interests in synfuel projects 97 246 349
Refunds to synfuel partners (115) - -
Proceeds from sale of non-utility business 1,262 - -
Proceeds from sale of other assets, net 85 67 60
Restricted cash for debt redemptions 6 (21) 4
Proceeds from sale of nuclear decommissioning trust fund assets 286 253 n
Investment in nuclear decommissioning trust funds (323) (284) (235)
Other investments {19) (10) {66}
Net cash from (used) for investing activities 330 {1,194 {802)
Financing Activities
Issuance of long-term debt 50 612 869
Redemption of long-term debt (393} {687) {1,266)
Short-term borrowings, net (47} 291 437
Issuance of common stock - 17 172
Repurchase of common stock {708) {61) {13}
Dividends on comman stock {364) (365) {360)
Other {6) (10 {6)
Net cash used for financing activities (1,468) (203} (167)
Net Increase {Decrease) in Cash and Cash Equivalents (13} 59 32
Cash and Cash Equivalents Reclassified to Assets Held for Sale {11) - -
Cash and Cash Equivalents at Beginning of Period 147 88 56
Cash and Cash Equivalents at End of Period $ 123 $ 147 88

See Notes to Consolidated Financial Statements
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DTE Energy Company

Common Stock Retained  Accumuiated Other
{Dollars in Millions, Shares in Thousands) Shares  Amount Earnings  Comprehensive Loss  Total
Balance, December 31, 2004 174209 § 3323 $ 27383 $ [(158) $ 5548
Netincome - - h37 - 537
Issuance of new shares 3,686 172 - - 172
Dividends declared on common stock - - (363} - {363)
Repurchase and retirement of common stock (288) {13) - - {13}
Benefit obligations, net of tax - - - 4 4
Net change in unrealized losses on derivatives, net of tax - - - (106} {106)
Net change in unrealized losses on investments, net of tax - - - {11 (1
Stock-based compensation and other 207 i - - 1
Balance, December 31, 2005 177,814 3,483 2,557 {271) 5,769
Netincome - - 433 - 433
Issuance of new shares 411 N - - 17
Dividends declared on common stock - - {368) - (368)
Repurchase and retirement of comman stock (1,283) {3 {29) - {61}
Adjustment to initially apply SFAS No. 158, net of tax - - - (38) {38)
Benefit obligations, net of tax - - - 3 3
Net change in unrealized losses on derivatives, net of tax - - - 102 102
Net change in unrealized losses on investments, net of tax - - - 7} (n
Stock-based compensation and other 196 (n - - (1)
Balance, December 31, 2006 177,138 3467 2,543 {211} 5,849
Netincome - - 9n - an
Implementation of FIN 48 - - ] - {5)
Benefit obligations, net of tax - - - 6 6
Dividends declared on common stock - - (358} - (358)
Repurchase and retirement of common stock (14,440} {297} (411) - {708)
Net change in unrealized losses on derivatives, net of tax - - - 91 9
Net change in unrealized losses on investments, net of tax - - - 1 1
Stock-based compensation and other 534 ) - - 6
Balance, December 31, 2007 163,232 $3175 $2,790 $(113) $ 5853
The following table displays comprehensive income:
fin Milfions) 2007 2006 2005
Net income $ 9 $ a3 $ 537
Other comprehensive income (loss), net of tax:
Benefit obligations, net of taxes of $3, $2 and $2 B 3 4
Net unrealized gains {losses) on derivatives:
Gains {losses) arising during the period, net of taxes of ${76}, $3 and $(78) {141) 6 {145)
Amounts reclassified tg income, net of taxes of $125, $52 and $21 232 96 39
9N 102 (106)
Net unrealized gains (losses) on investments;
Gains {losses) arising during the period, net of taxes of $2, ${4) and ${3) 4 {7 (6)
Amounts reclassified to income, net of taxes of $(2), $- and ${2) (3) - (5)
1 (7) {11)
Comprehensive income $ 1,069 £ 5 § a4

See Notes 1o Consolidated Financial Statements
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DTE Energy Company

Notes to Consolidated Financial Statements

Note 1 —
Significant Accounting Policies

Corporate Structure

DTE Energy owns the following businesses:

® The Detroit Edison Company (Detroit Edison), an electric utility
engaged in the generation, purchase, distribution and sale of
electric energy to approximately 2.2 million customers in
southeast Michigan;

® Michigan Consolidated Gas Company {MichCon), & natural
gas utility engaged in the purchase, storage, transmission,
distribution and sale of natural gas to approximately 1.3 million
customers throughout Michigan; and

® (ur four non-utility segments are involved in 1) coal
transportation and marketing, gas pipelines processing and
storage; 2} unconventional gas project development and
production; 3) power and industrial projects; and 4) energy
marketing and trading operations.

Detroit Edison and MichCon are regulated by the Michigan Public
Service Commission (MPSC). The Federal Energy Regulatory
Commission (FERC) regulates certain activities of Detroit Edison’s
business as well as various other aspects of businesses under
DTE Energy. In addition, the Company is regulated by other federal
and state regulatary agencies including the Nuclear Regulatory
Commission (NRC}, the Environmental Protection Agency (EPA] and
the Michigan Department of Environmental Quality (MDEQ).

References in this report to “Company” or “DTE" are to OTE Energy
and its subsidiaries, callectively.

Principles of Consolidation

The Company consolidates all majority owned subsidiaries and
investments in entities in which it has controlling influence. Nan-
majority owned investments are accounted for using the equity
method when the Company is able to influence the operating policies
of the investee. Non-majority owned investments include investments
in himited liability companies, partnerships or joint ventures. When
the Company does nat influence the operating policies of an investee,
the cost method is used. These consolidated financial statements
also reflect the Company’s proportionate interests in certain jointly
owned utility plant. The Company eliminates all intercompany
halances and transactions.
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For entities that are considered variable interest entities, the
Company applies the provisions of Financial Accounting Standards
Board (FASB) Interpretation Na. [FIN) 46-R, Consalidation of Variable
Interest Entities, an Interpretation of ARB Na. 51.

Basis of Presentation

The accompanying Consofidated Financial Statements are prepared
using accounting principles generally accepted in the United States
of America. These accounting principles require management to
use estimates and-assumptions that impact reported amounts of
assets, liabilities, revenues and expenses, and the disclosure of
contingent assets and liabilities. Actual results may differ from

the Company's estimates.

Revenues

Revenues from the sale and delivery of electricity, and the sale,
delivery and storage of natural gas are recognized as services are
provided. Detroit Edison and MichCon record revenues for electric
and gas provided but unbilled at the end of each month. Detroit
Edison’s accrued revenues include a component for the cost of power
sold that is recoverable through the PSCR mechanism. MichCon’s
accrued revenues include a companent for the cost of gas sold that
is recoverable through the GCR mechanism. Annual Power Supply
Cost Recovery (PSCR) and Gas Cost Recovery (GCR) proceedings
befare the MPSC permit Detroit Edison and MichCon to recover
prudent and reasanable supply costs. Any overcallection or
undercotiection of costs, including interest, will be reflected in
future rates. See Note 5.

Nan-utility businesses recognize revenues as services are provided
and products are delivered. The Energy Trading segment recards in
revenues net unrealized derivative gains and |osses on energy trading
contracts, including those to be physically settled. Net gains ar
losses on foreign currency derivatives are reported in Other income
or Other expenses, respectively.

Comprehensive Income

Comprehensive income is the change in common shareholders’
equity during a period from transactions and events from non-owner
sousces, including net income. As shown in the following table,
amounts recorded 1o other comprehensive income at December 31,
2007 include unrealized gains and |osses from derivatives accounted
for as cash flow hedges, unrealized gains and losses on available




for sale securities, and changes in benefit obligations, consisting of
deferred actuarial losses, prior service costs and transition amounts
related to pension and other postretirement benefit plans, pursuant
to Statement of Financial Accounting Standards (SFAS) No. 158.

Net Net Accumulatad
Unrealized  Unrealized Other

Losseson  Gainson Benefit  Comprehensive
{in Milfions) Derivatives Investments Obligations Loss
Beginning balance  § {(104) $ 15 § (1228 § {21}
Current period change 93 1 ] 98
Ending balance $ 133 § 16 § (a8 § M3y

Cash Equivalents and Restricted Cash

Cash and cash equivatents include cash on hand, cash in banks and
temporary investments purchased with remaining maturities of three
months or less. Restricted cash consists of funds held to satisfy
requirements of certain debt and partnership operating agreements.
Restricted cash designated for interest and principal payments
within ong year is classified as a current asset.

Inventories

The Company values fuel inventory and materials and supplies at
average cost.

Gas inventory at MichCon is determined using the last-in, first-out
(LIFO} method. At December 31, 2007, the reptacement cost of

gas remaining in storage exceeded the $32 million LIFQ cost by
$288 million. During 2007, MichCon liguidated 9.5 billion cubic feet
of prior years” LIFQ layers. The liquidation reduced 2007 cost of gas
by approximately $30 million, but had no impact on earnings as a
result of the GCR mechanism. At December 31, 2008, the replace-
ment cost of gas remaining in storage exceeded the $77 million LIFO
cost by $236 million. During 2006, MichCon liquidated 5.1 billion
cubic feet of prior years’ LIFO layers. The liquidation reduced 2006
cost of gas by approximately $1 million, but had no impact on
eamings as a result of the GCR mechanism.

The Energy Trading segment uses the average cost method for its
gas in inventory.

DTE Energy Company

Propenrty, Retirement and Maintenance, and
Depreciation and Depletion

Summary of property by classification as of December 31:

{in Millions) 2007 2006
Property, Plant and Equipment
Electric Unlity

Generation $ 8100 $ 7867

Distribution 6,272 6,249
Total Electric Utility 14,372 13,916
Gas Utility

Distribution 2,392 2175

Storage 241 245

Other 985 985
Total Gas Utility 3618 3,405
Non-utility and other 1,423 1,903
Assets held for sale (604} -
Total Property, Plant and Equipment 18,8049 19,224
Less Accumulated Depreciation and Depletion
Electric Utility

Generation (3,639} (3.410)

Distribution {(2,101) {2,170)
Total Electric Utility {5,640} (5,580}
Gas Utility

Distribution {970) {926)

Storage (100} {108}

Other (538) {513)
Total Gas Utility {1,608} {1,547}
Non-utility and other (350} (646)
Assets held for sale 197 -
Total Accumulated Depreciation and Depletion (7,401} {7,773
Net Property, Plant and Equipment $11,408 $11451

Property is stated at cost and includes construction-related labor,
materials, overheads and an allowance for funds used during
construction [AFUDG). AFUDC capitalized during 2007 and 2006 was
approximately $32 million and $22 million, respectively. The cost of
properties retired, less salvage value, at Detroit Edison and MichCon
is charged to accumulated depreciation.

Expenditures for maintenance and repairs are charged to expense
when incurred, except for Fermi 2. Approximately $4 million of
expenses related To the anticipated Fermi 2 refueling outage
scheduled for 2009 were accrued at December 31, 2007. Amounts
are being accrued on a pro-rata basis over an 18-month period that
began in Nuvember 2007, This accrual of outage costs matches the
regulatory recovery of these costs in rates set by the MPSC.
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The Company bases depreciation provisions for utility property at
Detroit Edison and MichCon on straight-line and units-of-production
rates approved by the MPSC. The composite depreciation rate for
Detroit Edisen was 3.3% in 2007, 3.3% in 2006 and 3.4% in 2005.
The composite depreciation rate for MichCon was 3.1% in 2007,
2.8% in 2006 and 3.2% in 2005.

The average estimated useful life for each major class of utility
property, plant and equipment as of December 31, 2007 follows:

Estimated Useful Lives in Years

Utility Generation Distribution Transmission
Electric 40 37 N/A
Gas N/A 4 37

Non-utility property is depreciated over its estimated useful life
using straight-line, declining-balance or units-of-production methods.
The estimated useful lives for major classes of nan-utility assets and
facilities ranges from 20 to 40 years.

The Company credits depreciation, depletion and amortization
expense when it establishes regulatory assets for stranded costs
refated to the electric Customer Choice program and deferred
environmental expenditures. The Company charges depreciation,
depletion and amortization expense when it amortizes the regulatory
assets. The Company credits interest expense to reflect the accretion
income on certain regulatory assets.

Intangible assets relating to capitalized software are classified

as Property, plant and equipment and the related amortization is
included in Accumulated depreciation and depletion on the
Consolidated Statements of Financial Position. The Company
capitalizes the costs associated with computer software it develops
or obtains for use in its business. The Company amartizes intangible
assets on a straight-line basis over the expected period of benefit,
ranging from 3 to 15 years. Intangible assets amortization expense
was $42 mitlion in 2007, $37 million in 2006 and $41 million in
2005. The gross carrying amount and accumulated amaortization of
intangible assets at December 31, 2007 were $493 million and

$141 million, respectively. The gross camying amount and accumulated
amortization of intangible assets at December 31, 2006 were

$503 million and $108 million, respectively. Amortization expense
of intangible assets is estimated to be $45 million annually for 2008
through 2012.

Asset Retirement Obligations

The Company records asset retirement obligations in accordance
with SFAS No. 143, Accounting for Asset Retirement Obligations and
FIN 47, Accounting for Conditional Asset Retirement Obligations,

an interpretation of FASB Statement No. 143. The Company has a
legal retirement obligation for the decommissioning costs for its
Fermi 1 and Fermi 2 nuclear plants. To a lesser extent, the Company
has legal retirement obligations for the synthetic fuel operations,
gas production facilities, gas gathering facilities and various other
operations. The Company has conditional retirement obligations for
gas pipeline retirement costs and disposal of asbestos at certain of
its power plants. To a lesser extent, the Company has conditional
retirement obligations at certain service centers, compressor and gate
stations, and disposal costs for PCB contained within transformers
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and circuit breakers. The Company recognizes such cbligations as
liabilities at fair market value at the time the associated assets are
placed in service. Fair value is measured using expected future cash
outflows discounted at our credit-adjusted risk-free rate.

For the Company’s regulated operations, timing differences arise

in the expense recognition of legal asset retirement costs that the
Company is currently recovering in rates. The Company defers such
differences under SFAS No. 71, Accounting for the Effects of Certain
Types of Regulation.

As aresult of adopting FIN 47 an December 31, 2005, we recorded a
plant asset of $26 million with offsetting accumulated depreciation of
$14 million, and an asset retirement obligation liability of $124 million.
We also recorded a cumulative effect amount related ta utility
operations as a reduction to a regulatory liahility of $108 million

and a cumulative effect charge against earnings of $3 million,
after-tax in 2005.

No liability has been recorded with respect to lead-hased patnt, as
the quantities of lead-based paint in the Company's facilities are
unknown, In addition, there is no incremental cost to demalitions of
lead-based paint facilities vs. non-tead-based paint facilities and na
regulations currently exist requiring any type of special disposal of
items containing lead-based paint.

The Ludington Hydroelectric Power Plant (a jointly owned plant)

has an indeterminate life and no legal obligation currently exists to
decommission the plant at some future date, Substations, manholes
and certain other distribution assets within Detroit Edison have an
indeterminate life. Therefore, no liability has been recorded for
these assets.

A reconciliation of the asset retirement obligations for 2007 follows:

{in Miltiens)

Asset retirement obligations at January 1, 2007 $ 1.2

Accretion 18

Liabilities incurred 4

Liabilities settled (21)
Assets held for sale (16}
Revision in estimated cash flows 27

Asset retirement obligations at December 31, 2007 1,293

Less amount included in current liabilities {16)

$ 1.217

Approximately $1.1 billion of the asset retirement obligations
represent nuclear decommissioning liabilities that are funded
through a surcharge to electric customers over the life of the Fermi 2
nuclear plant.

Gas Production

The Company follows the successful efforts method of accounting
for investments in gas properties. Under this method of accounting,
alt property acquisition costs and costs of exploratory and develop-
ment wells are capitalized when incurred, pending determination

of whether the well has found proved reserves. If an exploratory
well has not found proved reserves, the costs of drilling the well are
expensed. The costs of development wells are capitalized, whether
productive or nonproductive. Geological and geophysical costs




on exploratory prospects and the costs of carrying and retaining
unproved properties are expensed as incurred. An impairment loss is
recorded to the extent that capitalized costs of unproved properties,
on a property-by-property basis, are considered not to be realizable.
An impairment loss is recorded if the net capitalized costs of proved
gas properties exceed the aggregate related undiscounted future net
revenues. Depreciation, depletton and amartization of proved gas
properties are determined using the units-of-production method.

Long-Lived Assets

The Company reviews its long-lived assets for impairment whenever
events or changes in circumstances indicate the carrying amount of
an asset may not be recoverable. If the carrying amount of the asset
exceeds the expected future cash flows generated by the asset, an
impairment loss is recognized resulting in the asset being written
down to its estimated fair value. Assets to be disposed of are
reported at the lower of the carrying amount or fair value less,

cost to sell.

Goodwill

The Company has goodwill resuiting from purchase business
combinations. The change in the carrying amount of goodwill for the
fiscal years ended December 31, 2007 and December 31, 2006 is as
follows:

{in Millions) Total
Balance at December 31, 2005 $ 2,057
Balance at December 31, 2006 2057
Synthetic fuels impairment {4}
Sale of non-utility businesses and ather (16}
Balance at December 31, 2007 $ 2,037

Intangible Assets

The Company has certain intangible assets relating to non-utility
contracts and emission allowances. The Company amortizes
intangible assets on a straight-line hasis over the expected period
of benefit, ranging from 4 to 30 years. Intangible assets amortization
expense was $2 million in 2007, $5 million in 2006 and $2 million in
2005. The gross carrying amount and accumulated amortization of
intangible assets at December 31, 2007 were $31 million and

$6 million, respectively. The gross carrying amount and accumulated
amortization of intangible assets at December 31, 2006 were

$80 miltion and $8 million, respectively, Net intangible assets
reclassified to Assets held for sale totaled $38 million at

December 31, 2007. Amortization expense of intangible assets is
estimated to be $3 million annually far 2008 through 2012.

Excise and Sales Taxes

The Company records the billing of excise and sales taxes as a
receivable with an offsetting payabie to the applicable taxing
authority, with no impact on the Consolidated Statements

of Operations.

Deferred Debt Costs

The costs related to the issuance of long-term debt are deferred and
amortized over the life of each debt issue. In accordance with MPSC
regulations applicabie to the Company’s electric and gas utilities, the
unamortized discount, premium and expense related to debt redeemed
with a refinancing are amortized over the life of the replacement
issue. Discount, premium and expense on early redemptions of debt
assaciated with non-utility operations are charged to earnings.

insured and LIninsured Risks

The Company’s comprehensive insurance program provides coverage
for various types of risks. The Company’s insurance policies cover
risk of loss from praperty damage, general liability, werkers’ compen-
sation, auto hability, and directors’ and officers liability. Under its
risk management policy, the Company self-insures portions of certain
risks up to specified limits, depending on the type of exposure. The
Company has an actuarially determined estimate of its incurred but
not reported fiability prepared annually and adjusts its reserves for
self-insured risks as appropriate.

Investments in Debt and Equity Securities

The Company generally classifies investments in debt and equity
securities as either trading or available-for-sale and has recorded
such investments at market value with unrealized gains or losses
included in earnings or in other comprehensive income or loss,
respectively. Changes in the fair value of Fermi 2 nuclear decommis-
sioning investments are recorded as adjustments tc requlatory
assets or liabilities, due to a recovery mechanism from customers.
The Company's investments are reviewed for impaiiment each
reporting period. If the assessment indicates that the impairment is
other than temparary, a loss is recognized resulting in the investment
being written down to its estimated fair value. See Note 6.

Consolidated Statement of Cash Flows

A detailed analysis of the changes in assets and liahilities that are
reported in the Consolidated Statement of Cash Flows follows:

{in Millions) 2007 2006 2005
Changes in Assets and Liabilities,
Exclusive of Changes Shown
Separately
Accounts receivable, net $ w2y § a0 § (633
Accrued GCR revenue (10) 120 (16}
Inventaries 80 {49} (6)
Recoverable pension and
postretirement ¢osts 738 (1,184} 61
Accrued/prepaid pensions (401} 218 17
Accounts payable 6 (68} 290
Accrued PSCR refund 4 (101} (127
Income taxes payable {19) 48 (38}
Risk management and trading activities 160 (518} 353
Postretirement obligation (320) 1.008 132
Other assets (430) 134) {9}
Other liabilities 453 229 (102)

3 196 § 8 § (718
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Supplementary cash and non-cash information for the years ended
December 31, were as follows:

{in Millions) 2007 2006 2005

Cash paid for;
Interest {net of interest capitalized) $ 537 § 6926 § 516
Income taxes $ 3% ¢ 8 § 80
Noncash investing and financing
activities
Notes received from sale of

synfuel projects $ - & - s 20
Sale of assets

Note receivable $s - & - 35 &

Other assets $§ - § - § 45

ln conjunction with maintaining certain traded risk management
positions, the Company may be required to post cash collateral with
its clearing agent; therefore, the Company entered into a demand
financing agreement for up to $150 million with its clearing agent

in lieu of pasting additional cash collateral {a non-cash transaction).
The amounts outstanding under this facility were $13 million and
$23 millian at December 31, 2007 and 2006, respectively.

Other Asset {Gains) and Losses, Reserves and
Impairments, Net

The following items are included in the Other asset {gains} and
losses, reserves and impairments, net line in the Consolidated
Statements of Operations:

{in Milligns} 2007 2006 2005

Electrie utility $ 8 § (6 § 12
Non-utility:
Barnett shale 2 {4) -
Waste coal recovery - 19 -
Landfill gas recovery - 14 -
Power generation - 42 -
27 n -
Other 2 2 3

$ 37 & 6 § (23

See the following notes for other accounting policies impacting the
Company's financial statements:

Note Title
2 New Accounting Pronouncements
5 Regulatory Matters
8 Income Taxes
15 Financial and Other Derivative Instruments
17 Retirement Benefits and Trusteed Assets
18 Stock-based Compensation
Note 2 —

New Accounting Pronouncements

Fair Value Accounting

In September 2006, the FASB issued SFAS No. 157, fair Value
Measurements. SFAS No. 157 defines fair value, establishes a
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framework for measuring fair value in generally accepted accounting
principles, and expands disclosures about fair value measurements.
It emphasizes that fair value is a market-based measurement, not
an entity-specific measurement. Fair value measurement should

be determined based on the assumptions that market participants
would use in pricing an asset or liability. SFAS No. 157 is effective
for fiscal years beginning after November 15, 2007, and interim
periods within those fiscal years. The Company adopted SFAS No.
157 effective January 1, 2008. The FASB deferred the effective date
of SFAS No. 157 as it pertains to non-financial assets and liabilities
to January 1, 2009. The adoption of SFAS No. 157 will not have a
material impact to the January 1, 2008 balance of retained earnings.

in February 2007, the FASB issued SFAS No. 159, The Fair Value
Option for Financial Assets and Financial Liabilities - Including an
Amendment of FASB Statement No. 115 This standard permits an
entity to choose to measure many financial instruments and certain
other items at fair value. The fair value option established by SFAS
No. 159 permits all entities to choose to measure eligible items at
fair value at specified election dates. An entity will report in earnings
unrealized gains and losses an items, for which the fair value option
has been elected, at each subsequent reporting date. The fair value
option: {a} may be apptied instrument by instrument, with a few
exceptions, such as investments otherwise accounted for by the
equity method; (b) is irrevocable {unless a new election date occurs);
and (c} is applied only to entire instruments and not to partions of
instruments. SFAS No. 159 is effective as of the beginning of an
entity's first fiscal year that begins after November 15, 2007. The
adoption of SFAS No. 159 is not expected to have a materiat impact
to the Company’s financial statements. At January 1, 2008, the
Company has not elected to use the fair value option for financial
assets and liahilities held at that date.

Offgetting Amounts Related to Certain Contracts

In April 2007, the FASB issued FASB Staff Position (FSP} FIN 38-1,
Amendment of FASB Interpretation No. 39. This standard will permit
the Company to offset the fair value of derivative instruments with
cash collateral received or paid for those derivative instruments
executed with the same counterparty under a master netting
arrangement, As a result, the Company will be permitted to record
one net asset or liability that represents the total net exposure of
all derivative positions under a master netting arrangement. The
decision to offset derivative positions under master netting arrange-
ments remains an accounting policy choice. The Company presently
records the net fair value of derivative assets and liahilities for
those contracts held by Energy Trading that are subject to master
netting arrangements, and separately records amounts for cash
collateral received or paid for these instruments. Under this
standard, if the Company chooses to offset the collateral amounts
against the fair value of derivative assets and liabilities, both the
Company's total assets and total liabilities could be reduced. The
guidance in this FSP is effective for fiscal years beginning after
November 15, 2007, with early application permitted. The FSP is

to be applied retrospectively by adjusting the financial statements
for all periods presented. The company adopted the FSP as of
January 1, 2008.




Business Combinations

In Decernber 2007, the FASB issued SFAS No. 141{R), Business
Combinations. The objective of this Statement is to improve the
relevance, representational faithfulness, and comparability of the
information that a reporting entity provides in its financial reports
about a business combination and its effects. To accomplish that, this
Statement establishes principles and requirements for how the acquirer:

B Recognizes and measures in its financial statements the
identifiable assets acquired, the liabilities assumed, and any
noncantrolling interest in the acquiree;

® Recognizes and measures the goodwill acquired in the business
combination or a gain from a bargain purchase; and

® Determines what information to disclose to enable users of the
financial statements to evaluate the nature and financial effects
of the business combination.

SFAS No. 141(R} shall be applied prospectively to business
comhinations for which the acquisition date is on or after the
beginning of the first annual reporting period beginning on or after
December 15, 2008. Earlier adoption is prohibited. The Company is
currently assessing the effects of this statement, and has not yet
determined its impact on its consolidated financial statements.

Noncontrolling interests in Consolidated
Financial Statements

In December 2007, the FASB issued SFAS No. 160, Noncontrolling
Interests in Consolidated Financial Statements — an Amendment of
ARB No. 51. The standard requires:

® The ownership interests in subsidiaries held by parties other than
the parent be clearly identified, labeled, and presented in the
consolidated statement of financial position within equity, but
separate from the parent’s equity,

® The amount of consolidated net income attributable to the parent
and to the noncontrolling interest be clearly identified and
presented on the face of the consolidated statement of income;

® Changes in a parent’s ownership interest while the parent retains
its controlling financial interest in its subsidiary be accounted for
as equity transactions;

® When a subsidiary is deconsolidated, any retained noncontrolling
equity investment in the former subsidiary be initially measured
at fair valug, The gain or loss on the deconsolidation of the
subsidiary ts measured using the fair value of any noncontrolling
equity investment rather than the carrying amount of that
retained investment; and

B Entities provide sufficient disclosures that clearly identify and
distinguish between the interests of the parent and the interests
of the noncontrotling owners.

SFAS No. 160 is effective for fiscal years, and interim periods within
those fiscal years, beginning an or after December 15, 2008. Earlier
adoption is prehibited. This Statement shall be applied prospectively
as of the beginning of the fiscal year in which this Statement is
initially applied. except for the presentation and disclosure require-
ments. The presentation and disclosure requirements shall be
applied retrospectively for all periods presented. The Company is
currently assessing the effects of this statement, and has not yet
determined its impact on its consolidated financial statements,

Note 3 —
Disposals And Discontinued Operations

Sale of Antrim Shale Gas Exploration and Production
Business

in 2007, the Company sold its Antrim shale gas exploration and
production business (Antrim} for gross proceeds of $1.262 billion.
The pre-tax gain recognized on this sale amounted to $300 million
{$580 million after-tax) and is reported on the Consolidated Statements
of Operations under the ling item, “Gain on sale of non-utility business,”
and included in the Corporate & Other segment. Prior to the sale, the
operating results of Antrim were reflected in the Unconventional Gas
Production segment.

The Antrim business is not presented as a discontinued operation
due to continuatian of cash flows related to the sale of a portion of
Antrim’s natural gas production to Energy Trading under the terms of
natural gas sales contracts that expire in 2010 and 2012. These
continuing cash fiows, while not significant to DTE Energy, are
significant to Antrim and therefore meet the definition of continuing
cash flows as described in FASB Emerging Issues Task Force {EITF)
03-13, Applying the Conditions in Paragraph 42 of FASB Statement
No. 144 in Determining Whether to Report Discontinued Operations.

Prior to the sale, 3 substantial portion of the Company’s price risk
ielated to expected gas production from its Antrim shale business
had been hedged through 2613. These financial contracts were
accounted for as cash flow hedges, with changes in estimated fair
value of the contiacts reflected in other comprehensive income.
Upon the sale of Antrim, the financial contracts no longer qualified
as cash flow hedges. The contracts were retained and assigned to
Energy Trading, and offsetting financial contracts were put into place
to effectively settle these positions. As a result of these transactions
and market research performed by the Cornpany, we gained additional
insight and visibility into the value ascribed ta these contracts by
third party market participants, including contract periods that
extend beyond the actively traded period. In conjuncticn with the
Antrim sale and effective settlement of these contract positions,

the Company reclassified amounts held in accumulated other
comprehensive income and recorded the effective settlements,
reducing operating revenues in 2007 by $323 million.

Plan to Sell Interest in Certain Power and
Industrial Projects

The Company expects to sell a 50 percent interest in a portfolio of
select Power and Industrial Projects (Projects). In addition ta the
praceeds that the Company wili receive from the sale of the

50 percent equity interest, the company that will own the Projects
will obtain debt financing and the proceeds will be distributed to
DTE Energy immediately prior to the sale of the equity interest. The
Company expects to complete the transaction in the first half of
2008. This timing, however, is highly dependent on availability of
acceptable financing terms in the credit markets. As a result, the
Company cannot predict the timing with certainty. The Company
expects to recognize a gain upon completion of the transaction. In
conjunction with the sale, the Company will enter inlo a management
services agreement to manage the day-to-day operations of the
Projects and to act as the managing member of the company that
owns the Projects. We plan to account for our 50 percent ownership
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interest in the company that will own the portfolio of Projects using
the equity method. The Projects are contained in the Pawer and
Industrial Projects segment and were classified as held for sale in
September 2007,

The earnings pertaining to the Projects are fully consolidated in the
Company's Consolidated Statements of Operations. The following
table presents the major classes of assets and liabilities of the
Projects classified as held for sale at December 31, 2007:

{in Millions)
Cash and cash equivalents 8 N
Accounts receivable (less allowance for doubtful

accounts of $4) 65
Inventories 4
Other current assets 3
Total current assets held for sale 83
Investments 55
Property, plant and equipment, net of accumulated

depreciation of $183 285
Intangible assets 38
Long-term notes receivable 46
Other noncurrent assets 1
Total noncurrent assets held for sale 425
Total assets held for sale $ 508
Accounts payable 5 B
Other current liabilities 10
Total current liabilities associated with assets held for sale 48
Long-term debt {including capital lease cbligations of $31) 53
Asset retirement obligations 16
Other liabilities 13

Total noncurrent liabilities associated with assets held for sale 82

Total liabilities refated to assets held for sale $ 130

The table abave represents 100 percent of the applicable assets and
liabilities that are held for sale as of December 31, 2007. At
September 30, 2007, the assets were ¢lassified as held for sale and
we ceased recording depreciation and amortization expense related
to these assets. Subsequent to the expected sale of the 50 percent
interest, the remaining 50 percent interest in the Projects will be
reflected in the Company's financial statements under the equity
method of accounting. The Consolidated Statements of Financial
Position includes $28 million of minority interests in projects classified
as held for sale. The results of the Projects will not be presented as
discontinued aperations, as the Company expects to retain a

50 percent ownership interest which represents significant continuing
involvement as described in SFAS No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets.

Sale of Interest in Barnett Shale Properties

On January 15, 2008, the Company sold a portion of its Barnett shale
properties for gross proceeds of approximately $250 million, subject
to post-closing adjustments. The properties in the sale include

186 billion cubic feet {Bcf) of proved and probable reserves on 11,000

5%

net acres in the core area of the Bamett shale. As of December 31,
2007, property, plant and equipment of approximately $122 million,
net of approximately $14 million of accumulated depreciation and
depletion, was classified as held for sale. The Company expects to
recognize a gain upon completion of the transaction.

Synthetic Fuel Business

The Company discontinued the operations of our synthetic fue!
production facilities throughout the United States as of December
31, 2007. Synfuel plants chemically changed coal and waste coal
into a synthetic fuel as determined under the Internal Revenue Code.
Production tax credits were provided for the production and sale of
solid synthetic fuel produced from coal and were available through
December 31, 2007. Through December 31, 2007, the Company has
generated and recorded approximately $601 million in production
tax credits.

The Company had sold interests in all of the synthetic fuel produc-
tion plants, representing approximately 91% of its total production
capacity. Proceeds from the sales are contingent upon production
levels, the production qualifying for production tax credits, and the
value of such credits. Production tax credits are subject to phase-out
if domestic crude oil prices reach certain levels. The Company
recognizes gains from the sale of interests in the synfuel facilities
as synfuel is produced and sold, and when there is persuasive
evidence that the sales proceeds have become fixed or determinable
and collectibility is reasonably assured.

The Campany has provided certain guarantees and indemnities in
conjunction with the sales of interests in its synfuel facilities. The
guarantees cover potential commercial, environmental, oil price and
tax-related obligations and will survive until 90 days after expiration
of all applicable statutes of limitations. The Campany estimates that
its maximum potential liability under these guarantees at December
31,2007 is $3.1 billion. At December 31, 2007, the Company has
reserved $436 million of its maximum potential liability, primarily
representing the estimated refund of certain payments made by its
synfuel partners.

As shown in the following table, the Company has reported the
business activity of the Synthetic Fuel business as a discontinued
operation. The amounts exclude general corporate overhead costs:

{in Milfions} 2007 2006 2005
Operating Revenues $1069 § 863 § 927
Operation and Maintenance 1,265 1,019 1,167
Depreciation and Amortization (6} 24 58
Taxes other than Income 5 12 20
Asset {Gains) and Losses, Reserves
and Impairments, Net {1} (280) 40 (367
Operating income (Loss) g5 (232) 49
Other {Income} and Deductions 9 {20) {34
Minority Interest {188) (251) (318}
Income Taxes
Provision 98 14 139
Production Tax Credits {21) {23} {43)
77 (9) 96
Net Income (1) $ 2205 $ 4 $ 305

{1} Includes intercompany pre-tax gain of $32 miltion ($21 million after-ax} for 2007.




Crete

In July 2007, the Company entered into an agreement to seH its

50 percent equity interest in Crete, a 320 Megawatt (MW) natural
gas-fired peaking electric generating plant. The sale closed in
QOctober 2007 resulting in gross proceeds of approximately $37 million,
which resulted in a gain of $8 million, ($5 million after- tax). See
Note 4 for information regarding a 2006 impairment related to Crete.

DTE Georgetown {Georgetown)

Georgetown ts an 80 MW natural gas-fired peaking electric generating
plant. In December 2006, Georgetown met the SFAS No. 144 criteria
of an asset "held for sale” and the Company reported its operating
results as a discontinued aperation. In February 2007, the Company
entered into an agreement to sell this plant. The sale closed in July
2007 resutting in gross proceeds of approximately $23 million, which
approximated its carrying value.

As shown in the following table, the Company has reported the
business activity of Georgetown as a discontinued operation. The
amounts exclude general corporate overhead costs:

Year Ended December 31
fin Millions) 2007 2006 2005
Revenues {1} 8 - 3 1 § 1
Expenses - 3 2
Loss before income taxes - (2) (1)
{ncome tax benefit - - -
Loss from discontinued operatons $ - $ 2} $§ (1)

{1} Includes intercompany revenues of $1 million for 2006 and 2005.

DTE Energy Technologies (Dtech)

Dtech assembled, marketed, distributed and serviced distributed
generation products, provided application engineering, and manitored
and managed on-site generation system operations. In the third
guarter of 2005, management approved the restructuring of this
business resulting in the identification of certain assets and
liabiiities to be sold or abandoned, primarily associated with standby
and coniinuous duty generation sales and service. The systems
monitoring business is planned to be retained by the Company. The
Dtech restructuring plan met the SFAS No. 144 criteria of an asset
“held for sale” and the Company reported its operating results as a
discontinued operation. The Company expects continued legal and
warranty expenses in 2008 related to Dtech’s operations prior to the
third quarter of 2005. As of December 31, 2007, Dtech had liahilities
of approximately $1 million.

As shown in the fallowing table, the Company has reported the
business activity of Dtech as a discontinued operation. The amounts
exclude general corporate overhead costs and operations that are to
be retained.

Year Ended Dacember 31
{in Miltions) 2007 2006 2005
Revenues (1) $ - 8 1 § 18
Expenses - 6 67
Loss before income taxes - {5) (49}
Income tax benefit - {2) {14}
Loss from discontinued operations § - $ (3} § (35}

{1] Includes intercompany revenues of $6 millian for 2005.

Note 4 —
Other Impairments And Restructuring

Other Impairments

Barnett shale

In 2007, our Uncenventional Gas Production segment recorded a
pre-tax impairment loss of $27 million related to the write-off of the
costs of unproved properties and expired leases in Bosque County,
which is located in the southern expansion area of the Bamnett shale
in north Texas. The properties were impaired due to the lack of
economic and operating viability of the project. The impairment loss
was recorded within the Other asset {gains) and losses, reserves, and
impairments, net line in the Consolidated Statements of Operations.

Landfill Gas Recovery

In 2006, the Company's Power and Industrial Projects segment
recorded a pre-tax impairment loss of $14 million at its landfill gas
recovery unit relating to the write down of assets at several landfill
sites. The fixed assets were impaired due to continued operating
losses and the ail price-related phase-out of production tax credits.
The impairment was recorded within the Other asset {gains) and
losses, reserves and impairments, net line in the Cansolidated
Statements of Operations. The Company calculated the expected
undiscounted cash flows from the use and eventual disposition of
the assets, which indicated that the carrying amount of certain assets
was not recoverable. The Company determined the fair value of the
assets utilizing a discounted cash flow technique.

Non-Utility Power Generation

In 2008, the Power and Industrial Projects segment recorded a
pre-tax impairment loss totaling $74 million for its investments in
twa natural gas-fired electric generating plants,

A loss of $42 million related to a 100% owned plant is recarded
within the Other asset {gains) and losses, reserves and impairments,
net line in the Consolidated Statements of Operaticns. The generat-
ing plant was imgaired due to continued operating losses and the
September 2006 delisting by the Midwest Independent System
Operator (MISQ), a regional transmission grganization, resulting

in the plant no longer providing capacity for the power grid. The
Company calculated the expected undiscounted cash flows from
the use and eventual disposition of the plant, which indicated that
the carrying amount of the plant was not recoverabie. The Company
determined the fair value of the plant utilizing a discounted cash
flaw technique.

Atoss of $32 million related to a 50% equity interest in Crete is
recorded within the Other {income) and deductions, Other expenses
line in the Consolidated Statements of Operations for 2006. The
investment was impaired due to continued operating losses and the
expected sale of the investment. The Company determined the fair
value of the plant utilizing a discounted cash flow technigue, which
indicated that the carrying amount of the investment exceeded its
fair value.
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Waste Coal Recovery

In 2006, our Power and Industrial Projects segment recorded a
pre-tax impairment loss of $19 million related to its investment in
proprigtary technology used to refine waste coal. The fixed assets
at our development operation were impaired due to continued
operating losses and negative cash flow. In addition, the Company
impaired all of its patents related to waste coal technology. The
Company calculated the expected undiscounted cash flows from the
use and eventual disposition of the assets, which indicated that the
carrying amount of the assets was not recoverable. The Company
determined the fair value of the assets utilizing a discounted cash
flow technique. The impairment loss was recorded within the Other
asset [gains) and losses, reserves and impairments, net line in the
Consolidated Statements of Operations.

Restructuring — Performance Excellence Process

In mid-2009, the Company initiated a company-wide review of its
operations called the Performance Excellence Process. Spegifically,
the Company began a series of focused improvement initiatives
within Detroit Edison and MichCon, and associated corporate support
functions. The Company expects this process to continue into 2008.

The Company incurred costs to achieve (CTA) for employee severance
and other costs. Other costs include project management and
cansultant suppert. Pursuant to MPSC authorization, beginning in
the third quarter of 2006, Detroit Edison deferred approximately
$102 million of CTA in 2006. Detroit Edisan began amartizing
deferred 2006 costs in 2007 as the recovery of these costs was
provided for by the MPSC. Amortization expense amounted to

$10 million in 2007. Detroit Edison deferred $54 million of CTA
during 2007. MichCon cannot defer CTA costs at this time because a
recovery mechanism has not been established. MichCon expects to
seek a recovery mechanism in its next rate case in 2009. See Note 5.

Amounts expensed are recorded in the Operation and maintenance
line on the Consolidated Statements of Operations. Deferred
amaunts are recorded in the Regulatory asset line on the Censolidated
Statements of Financial Position. Costs incurred in 2007 and 2006
are as follows:

Employes
Severance Costs  Other Costs Total Cost
{in Miltions} 2007 2006 2007 2006 2007 2006

Costs incurred:

Electric Utility $15 §$51 $50 $5 $65 $107

Gas Utility 3 17 6 7 9 24
Other 1 2 i i 2 3
Total costs 19 0 57 64 76 134

Less amounts deferred
or capitalized:
Electric Utility 15 51 50 56 65 107

Amount expensed $ 4 $19 $ 788 $1 § 27

A tiahility for future CTA associated with the Performance Excellence
Process has not been recognized because the Company has not met
the recognition criteria of SFAS No. 146, Accounting for Costs
Associated with Exit or Disposal Activities.

58

Note 5 —
Regulatory Matters

Regulation

Detroit Edison and MichCon are subject to the regulatory jurisdiction
of the MPSC, which issues orders pertaining to rates, recovery of
certain costs, including the costs of generating facilities and
regulatory assets, conditions of service, accounting and operating-
related matters. Detroit Edison is also regulated by the FERC with
respect to financing authorization and wholesale electric activities.

Regulatory Assets and Liabilities

Detroit Edison and MichCon apply the provisions of SFAS No. 71,
Accounting for the Effects of Certain Types of Regulation, to their
regulated operations, SFAS No. 71 requires the recording of
reguiatory assets and liabilities for certain transactions that

would have been treated as revenue and expense in non-regulated
businesses. Cantinued applicability of SFAS No. 71 requires that
rates be designed to recover specific costs of providing regulated
services and be charged to and collected from customers. Future
regulatory changes or changes in the competitive environment coutd
result in the Company discontinuing the application of SFAS No. 71
for some or all of its utility businesses and may require the write-off
of the portion of any regulatory asset or liability that was no longer
probable of recovery through regulated rates. Management believes
that currently availabie facts support the continued application of
SFAS No. 71 to Detroit Edison and MichCan,

The following are balances and a brief description of the regulatory
assets and liabilities at December 31:

fin Mitlions) 2007 2006
Assets
Securitized regulatory assets $ 1124 5123
Recoverable income taxes related to
securitized regulatory assets $ B16 3 677
Recoverable pension and postretirement costs 991 1,728
Asset retirement obligation 266 236
Other recoverable income taxes 94 100
Recoverable costs under PA 141
Excess capital expenditures " 22
Deferred Clean Air Act expenditures 28 67
Midwest Independent System Operator charges 23 18
Electric Customer Choice implementation costs 58 78
Enhanced security costs 10 13
Unamortized loss on reacquired debt 67 69
Deferred environmental costs 41 40
Accrued PSCR/GCR revenue 76 17
Recoverable uncollectibles expense 42 45
Cost to achieve Performance Excellence Process 146 102
Enterprise Business Systems costs 26 9
Deferred income taxes — Michigan Business Tax 364 -
Other 3 3
2,862 3,354
Less amount included in current assets {76) {128}

$ 2786 83226




Enhanced security costs — PA 609 of 2002 permits, after MPSC
authorization, the recovery of enhanced security costs for an
electric generating facility.

{in Millions) 2007 2006 B [namortized loss on reacquired debt — The unamortized
Liabilities discount, premium and expense related to debt redeemed with a
Asset remaval costs $ 581 $ 576 refinancing are deferred, amortized and recovered over the fife of
Accrued pension 115 72 the replacemsnt issue.
Safety and training cost refund - 3 W Deferred environmental costs — The MPSC approved the deferral
Accrued PSCR/GCR refund 70 81 and recovery of investigation and remediation costs associated
Refundable income taxes 104 14 with Gas Utility's former MGP sites.
Fermi 2 refueling outage _ 4 16 W Accrued PSCR revenue — Receivable for the temporary under-
Deferred income taxes - Michigan Business Tax 364 - recovery of and a return on fuel and purchased power costs
Other 3 2 incurred by Detroit Edison which are recoverable through the
i _ o 1243 864 PSCR mechanism,
Less amount included in current liabilities 75) B9 g Accrued GCA revenue — Receivable far the temporary under-
$ 1168 § 765 recavery of and a return on gas costs incurred by MichCon which
are recoverable through the GCR mechanism.
Assets 8 Recoverable uncollectibles expense - MichCon receivable far
W Securitized regulatory assets — The net book balance af the the MPSC approved uncollectible expense true-up mechanism
Fermi 2 nuclear plant was written off in 1998 and an equivalent that tracks the difference in the fuctuation in uncollectible accounts
requlatory asset was established. In 2001, the Fermi 2 regulatory and amounts recognized pursuant to the MPSC authorization,
asset and certain other regulatory assets were securitized W Cost to achieve Performance Excellence Process (PEP) — The
pursuant to PA 142 and an MPSC order. A non-bypassable MPSC authorized the deferral of costs to implement the PEP
securitization bond surcharge recovers the securitized regulatory These casts consist of employee severance, project management
asset over a fourteen-year period ending in 2015. and consultant support. These costs will be amortized over a
Recoverable income taxes related to securitized regulatory assets ten-year perind beginning with the year subsequent to the year
— Receivable for the recovery of income taxes to be paid an the the costs were deferred.
non-bypassable securitization bond surcharge. A nan-bypassable ™ Enterprise Business Systems (EBS/ costs — Starting in 2006, the
securitization tax surcharge recovers the income tax over a MPSC approved the deferral of up to $60 millicn of certain EBS
fourteen-year period ending 2015. costs that would otherwise he expensed.
Recoverable pension and postretirement costs — The traditional W Deferred income taxes — Michigan Business Tex (MBT) —in July
rate setting process allows for the recovery of pension and 2007, the MBT was enacted by the State of Michigan. State
postretirement costs as measurad h\/ genera”v aCCGptEd deferred tax liabilities were established for the Company's
accounting principles. utilities, and offsetting regulatory assets were recarded as the
Asset retirement obligation — Asset retirement obligations were impacts of the deferred tax liahilities will be reflected in rates.
recorded pursuant to adoption of SFAS No. 143 and FIN 47. These  Liabilities
obligations are primarily for Fermi 2 decommissioning costs that B Asset removal costs — The amount collected from customers for
are recovered in raFes_ . the funding of future asset removal activities.
Other recoyerat?le Income taxes — Income_ taxes re_cewable B Accrued pension — Pension expense refundable to customers
from Detroit Edison’s customers representing the difference in representing the difference created from volatility in the
E25;rgi;erl:;;itizf?r:rgit'rr;ﬁtoE];Stsr):isr;?gi'Vabie and amounts pe;::io_n ci[t_)ligation and amounts recognized pursuant to MPSC
' autharization,
Excess capital expenditures — PA 141 permits, after MPSG B Safety and tiaining cost refund — The MPSC ordered the refund
fﬁ;?gr}:iaeggné g‘:s;ef:::g fo :I:Srde?i;iitgrrlneir;gsggal expenditures of unspent costs which were included in the Company's rates.
Deferred Clean Air Act expenditures — PA 141 érmits after B Accrued PSCR refund — Payable for the temporary over-recovery
MPSC authﬁrization, the rgcovery ofand a retufn on Cléan Air -Of and a retuin arl power SUDPIV costs and transmission costs
Act expenditures. Lnscgériﬁiei\;]gﬁtsr;lt Edison which are recoverable through the
M'd“.’e“ Independent Sy stem Qp erator charges —FA 141 B Accrued GCH Refund — Liability for the temporary over-recovery
permits, after MPSC a~uthor|zat|0n,' thg recovery of and a return of and a retuin on gas costs incurred by MichCon which are
Ic\)/rlli;\rlraergtelzggp:gr? d:eengt‘gr;zlt;:rg[;glrsastlg: operator such as the recoverable .through the GCA mechanism. . ,
Electric Customer Choice implementation costs — PA 141 per- " Heftmdable ncome ?mih_ IS l(;?me taxgs refundable 'ltotl\/gch[lon 5
X o customers representing the difference in property-relate
mits, E_sfter MPSC au'ghonzat{on, the_ recovery of gnd a return on ) deferred incn?ne taxesgpayable and amouﬁtseesggnized pursuant
Eostts uncugﬁd_assouated with the implementation of the electric to MPSC authorization.
USIoMer LIOICE prodrarm. B fermi 2 refueling outage — Accrued liability for refueling outage

at Fermi 2 pursuant to MPSC authorization.
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B Deferred income taxes — Michigan Business Tax — In July 2007,
the MBT was enacted by the State of Michigan. State deferred
tax assets were established for the Company's utilities, and
offsetting regulatory liabilities wers recorded as the impacts of
the deferred tax assets will be reflected in rates.

MPSC Show Cause Order

In March 2006, the MPSC issued an crder directing Detroit Edison

to show cause by June 1, 2006 why its rates should not be reduced
in 2007. Detroit Edison filed its response explaining why its rates
should not be reduced in 2007. The MPSC issued an order appraving

a settlement agreement in this proceeding on August 31, 2006. The
order pravided for an annuatized rate reduction of $53 million for
2008, effective September 5, 2006. Beginning January 1, 2007, and
continuing until April 13, 2008, one year from the filing of the general
rate case on April 13, 2007, rates were reduced by an additional

$26 million, for a total reduction of $79 million annually. The revenue
reduction is net of the recovery of the amartization of the costs
associated with the implementation of the Perfosmance Excellence
Pracess. The settlement agreement provided for some level of
realignment of the existing rate structure by allocating a larger
percentage share of the rate reduction to the commercial and
industrial customer classes than to the residential customer classes.

As part of the settlement agreement, a Cheice Ingentive Mechanism
{CIM) was established with a base leve! of electric choice sales

set at 3,400 Gigawatthour (GWh). The CIM prescribes regulatory
treatment of changes in non-fuel revenue attributed to increases or
decreases in electric Customer Choice sales. If electric Customer
Choice sales exceed 3,600 GWh, Detroit Edison will be able to
recover 90 percent of its recuction in non-fuel revenue from full
service customers up to $71 miflion. If electric Customer Choice
sales fall below 3,200 GWh, Detroit Edison will credit 100 percent of
the increase in non-fuel revenue to the unrecovered regulatory asset
balance. Approximately $28 million was credited to the unrecovered
regulatory asset in 2067

2007 Electric Rate Case Filing

Pursuant to the February 2006 MPSC order in Detroit Edison’s rate
restructuring case and the August 2006 MPSC order in the settle-
ment of the show cause case, Detroit Edison filed a general rate
case on April 13, 2007 based on a 2006 historical test year. The filing
with the MPSC requested a $123 million, or 2.9 percent, average
increase in Detroit Edison’s annual revenue requirement for 2008.

The requested $123 million increase in revenues is required in order
to recover significant enviranmental compliance costs and inflationary
increases, partiafly offset by net savings associated with the
Perfarmance Excellence Process. The filing was based on a return
on equity of 11.25 percent on an expected 50 percent equity capital
and 50 percent debt capital structure by year-end 2008.

In addition, Detroit Edison’s filing makes, among other requests,
the following proposals:

B Make progress toward correcting the existing rate structure
to more accurately reflect the actual cost of providing service
to customers.

B Equalize distribution rates between Detroit Edison full service
and electric Customer Choice customers.

6o

B Re-estahlish with modification the CIM originally established in
the Detroit Edison 2008 show cause filing. The CIM reconciles
changes related to customers moving between Detroit Edison
full service and electric Customer Choice.

B Terminate the Pension Equalization Mechanism (PEM).

B Establish an emission allowance pre-purchase plan to ensure
that adequate emission allowances will be available for
environmental compliance.

W FEstablish a methadology for recovery of the costs associated with
preparation of an application for a new nuclear generation facility,

Alsa, in the filing, in conjuncticn with Michigan's 21st Century Energy
Plan, Detroit Edison has reinstated a long-term integrated resource
planning (IRP} process with the purpose of developing the least
overall cost plan to serve customers’ generation needs over the

next Z0 years. Based on the IRF, new base load capacity may be
required for Detroit Edison. To protect tax credits available under
Federai law, Detroit Edison determined it would be prudent to instiate
the application pracess for a new nuclear unit. Detroit Edison has not
made a final decision to build a new nuclear unit. Detroit Edison is
preserving its aption to build at some point in the future by baginning
the complex nuclear licensing process in 2007. Also, beginning the
licensing pracess at the present time positions Detroit Edison,
potentially, to take advantage of tax incentives of up to $320 million
derived frem provisions in the 2005 Federal Energy Policy Act that
will benefit customers. To qualify for these substantial tax credits,

a cembined aperating license application for construction and
operation of an advanced nuclear generating plant must be docketed
by the NRC no later than December 31, 2008. Preparation and
approval of a combined operating license can take up to 4 years

and is estimated to cost at [east $60 million. At December 31, 2007,
costs related to preparing the combined licensing application
totaling $10 million have been deferred and includad in Other assets.

On August 31, 2007, Detroit Edison filed a supplement to its April
2007 rate case filing. A July 2007 decision by the Court of Appeals
of the State of Michigan remanded back to the MPSC the November
2004 order in a prior Detroit Edison rate case that denied recovery
of merger control premium costs. The supplemental filing addressed
recovery of approximately $61 million related to the merger control
premium. The filing also included the impact of the July 2007
enactment of the MBT, and ather adjustments. The net impact of the
supplemental changes results in an additional revenue requirement
of approximately $78 million average increase in Detroit Edison’s
annual revenue requirement for 2008.

On February 20, 2008, Detroit Edison filed an update to its April 2007
rate case filing. The update reflects the use of 2009 as the projected
test year and includes a revised 2009 load forecast, and 2009
estimates on envircnmental and advanced metering infrastructure
capital expenditures, and adjustments to the calculation of the MBT.
in addition the update also includes the August 2007 supplemental
filing adjustments far the merger control premium, the new MBT,
and environmental operating anc maintenance adjustments. The

net impact of the updated filing results in an additional revenue
requirement of approximately $85 miilion average increase in
Detroit Edison’s annual revenue requirement for 2009. The total filing
requests a $284 million increase in Detroit Edison’s annual revenue
for 2009, An MPSC order related to this filing is expected in 2009.




Regulatory Accounting Treatrmnent for Performance
Excellence Process

In May 2006, Detroit Edison and MichCon filed applications with
the MPSC to allow deferral of costs associated with the imple-
mentation of the Performance Excellence Process, a company-wide
cost-savings and performance improvement progsam. Detroit Edison
and MichCon sought MPSC authorization to defer and amortize
Performance Excellence Process implementation costs for accounting
purposes ta match the expected savings from the Performance
Excellence Process program with the related CTA.

Detroit Edison and MichCan anticipate the Performance Excellence
Pracess 10 continug into 2008. In September 2006, the MPSC issued
an order approving a settlement agreement that allows Datroit
Edison and MichCon, commencing in 2006, to defer the incremental
CTA, subject to the MPSC establishing a recovery mechanism in a
future rate proceeding. Further, the order provides for Detrait Edison
and MichCon to amortize the CTA deferrals over a ten-year period
beginning with the year subsequent to the year the CTA was deferred.
At year-end 2008, Detroit Edison recorded deferred CTA costs of
$102 million as a regulatory asset and began amortizing deferred
2006 costs in 2007, as the recovery of these costs was provided for
by the MPSC in its order approving the settlement of the show
cause proceeding. During 2007, Detroit Edison deferred CTA costs of
$54 million. Amartization of prior year deferred CTA costs amounted
to $10 million during 2007. MichCan cannot defer CTA costs at this
time because a recovery mechanism has not been established.
MichCon expects to seek a recovery mechanism in its next rate case.

Accounting for Costs Related to Enterprise Business
Systems {EBS)

In July 2004, Detroit Edison filed an accounting application with the
MPSC requesting authority to capitalize and amortize costs related
to EBS, consisting of computer equipment, software and development
costs, as well as related training, maintenance and overhead cosis.
In April 2005, the MPSC approved a settlement agreement providing
for the deferral of up to $60 millian of certain EBS costs, which
would otherwise be expansed, as a regulatory asset for future rate
recovery starting January 1, 2006. At December 31, 2007, approxi-
mately $26 million of EBS costs have been deferred as a regulatory
asset. In addition, EBS costs recorded as plant assets will be
amortized over a 15-year period, pursuant to MPSC authorization.

Fermi 2 Enhanced Security Costs Settlement

The Custamer Choice and Electricity Reliability Act, as amended in
2003, allows for the recovery of reasonable and prudent costs of
new and enhanced security measures required by state or federal
law, including providing for reasonable security from an act of terrorism.
In December 2008, Detroit Edisen fited an application with the MPSC
for recovery of $11.4 million of Fermi 2 Enhanced Security Costs
(ESC), discounted back to September 11, 2001 plus carrying costs
from that date. In April 2007, the MPSC approved a settlement
agreement that authorizes Detroit Edisan to recover Fermi 2 ESC
incurred during the period of Septembear 11, 2001 through December
31, 2005. The settlement defined Detroit Edison’s ESC, discounted
back to September 11, 2001, as $9.1 million, plus carrying charges. A
total of $13 million, including carrying charges, has been deferred as
a regulatory asset. Detroit Edison is authorized to incorporate into its

rates an enhanced security factor over a period not to exceed
five years. Amortization of this regulatory asset was approximately
$3 miltion in 2007

Reconciliation of Regulatory Asset Recovery Surcharge

In December 2006, Detroit Edison filed a reconciliation of costs un-
derlying its existing Regulatory Asset Recovery Surcharge {"RARS”}.
This true-up filing was made to maximize the remaining time for
recovery of significant cost increases prior to expiration of the RARS
five-year recavery limit under PA 141. Detroit Edison requested a
reconciliation of the regulatory asset surcharge to ensure proper
recovery by the end of the five year period of: (1) Clean Air Act
Expenditures, () Capital in Excess of Base Depreciation, {3} MISO
Costs and {4) the regulatory liability for the 1997 Storm Charge.

In July 2007, the MPSC approved a negotiated RARS deficiency
settlement that resulted in a $10 million write down of RARS-related
costs in 2007. As previously discussed above, the CIM in the MPSC
Show-Cause Order will reduce the regulatory asset. Approximately
$28 million was credited to the unrecovered regulatory asset in 2007
due to the CIM.

Power Supply Costs Recovery Proceedings

2005 Plan Year — In March 2006, Detroit Edison filed its 2005 PSCR
recanciliation that sought approval for recavery of an under-recovery
of approximately $144 million at December 31, 2005 from its
commercial and industtial customers. The filing included a motian
for entry of an order to implement immediately a reconciliation
surcharge of 4.96 mills per Kilowatthour (kWh) on the bills of its
commercial and industrial customers. The under-collected PSCR
expense allocatad to residential customers could not be recovered
due to the PA 141 rate cap for residential customers, which expired
January 1, 2006. In addition to the 2005 PSCR plan year recanciliation,
the filing included a reconciliation for the PEM for the periods from
November 24, 2004 through December 31, 2004 and from January 1,
2005 through December 31, 2005. The PEM recongiliation seeks to
aflocate and refund approximately $12 million to customers based
upon their contributions to pension expense during the subject
periods. n September 2008, the MPSC ordered the Company to

roll the entire 2004 PSCR over-caliection amount <o the Company’s
2005 PSCR Reconciliation, An order was issued on May 22, 2007
approving a 2005 PSCR undercollection amount of $94 million and
the recovery of this amount through a surcharge for 12 months
beginning in June 2007. In addition, the order approved Detroit
Edison’s proposed PEM reconciliation that was refunded to customers
on a bills-rendered basis during June 2007.

2006 Plan Year — In September 2005, Detroit Edison filed its 2006
PSCR plan case seeking approval of a levelized PSCR factor of

4.99 mills per kWh above the amount included in base rates for
residential customers and 8.29 mills per kWh above the amount
included in base rates for commercial and industrial customers.
Included in the factor for all customers are fuel and power supply
costs, including transmission expenses, MISQ market participation
costs, and NOx emission allowance costs. The Company’s PSCR
Plan included a matrix which provided for different maximum PSCR
factors contingent on varying electric Customer Choice sales levels.
The ptan also inctuded $97 million for recovery of its projected 2005
PSCR under-collection associated with commercial and industrial
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customers. Additionally, the PSCR plan requested MPSC approval

of expense associated with sulfur dioxide emission allowances,
mercury ernission allowances, and a fuel additive. In conjunction
with DTE Energy’s sale of its transmission assets to [TC Transmis-
sion in February 2003, the FERC froze ITC Transmission’s rates
through December 2004. In approving the sale, FERC authorized ITC
Transmission’s recovery of the difference between the revenue it
would have collected and the actual revenue collected during the
rate freeze period. This amount is estimated to be $66 million which
is to be included in ITC Transmission's rates over a five-year period
beginning June 1, 2006. This increased Detroit Edison’s transmission
expense in 2006 by approximately $7 million. The MPSC authorized
Detroit Edison in 2004 to recover transmission expenses through the
PSCR mechanism.

In December 2005, the MPSC issued a temporary order authorizing
the Company to begin implementation of maximum quarterly PSCR
factors on January 1, 2006. The quarterly factors reflect a downward
adjustment in the Company’s total power supply costs of approxi-
mately Z percent to reflect the potential variability in cost projec-
tions. The quarterly factors allowed the Company to more closely
track the costs of providing electric service to our customers and,
because the non-summer factors are well below those ordered

for the summer months, effectively delay the higher power supply
€0sts to the summer months at which time our custamers will not
be experiencing large expenditures for home heating. The MPSC did
not adopt the Company's request to recover its projected 2005 PSCR
under-collection assaciated with commercial and industrial customers
nor did it adopt the Company’s request to implement contingency
factors based upon the Company's increased costs associated with
providing electric service to retuming electric Custemer Choice
custamers. The MPSC deferred both of thase Company proposals

to the final order on the Company’s entire 2006 PSCR plan. in
September 2006, the MPSC issued an arder in this case that
approved the inclusion of sulfur dioxide emission allowance expense
in the PSCR, determined that fuel additive expense should not be
included in the PSCR based upon its tmpact on maintenance
expense, found the Company’s determinatian of third party sales
revenues 1o be correct, and allowed the Company to increase its
PSCR factor for the balance of the year in an effort to reverse the
effects of the previeusly ordered temporary reduction. The MPSC
declined to rule on the Company’s requests to include mercury
emission allowance expense in the PSCR or its request to include
prior PSCR over/f{under) recoveries in future year PSCR plans. The
Company filed its 2006 PSCR reconciliation case in March 2007. The
$51 millien PSCR under-collection amount reflected in that filing is
being collected in the 2007 PSCR plan. Included in the 2006 PSCR
reconciliation filing was the Company’s 2006 PEM reconciliation
that reflects a $21 million avecollection which is subject to refund to
customers. An MPSC order in this case is expected in 2008.

2007 Plan Year — In September 2006, Detroit Edison filed its 2007
PSCR plan case seeking approval of a levelized PSCR factor of 6.98
milfs per kWh above the amount included in base rates far all PSCR
customers. The Company’s PSCR plan filing included $130 million for
the recovery of its projected 2006 PSCR under-collection, bringing
the total requested PSCR factor to 9.73 mills/kWh. The Company’s
application included a request for an early hearing and temparary
order granting such ratemaking authority. The Company’s 2007 PSCR
plan includes fuel and power supply costs, including NOx and 502
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emission allowance costs, transmission costs and MISQ costs,
The Company filed supplemental testimony and briefs in
December 2006 supporting its updated request to include
approximately $81 million for the recovery of its projected 2006
PSCR under-collection. The MPSC issued a temporary order in
December 2006 approving the Company's request. In addition,
Detroit Edison was granted the authority to include all PSCR over/
{under) collections in future PSCR plans, thereby reducing the time
between refund or recovery of PSCR reconciliation amounts. The
Campany began to collect its 2007 power supply costs, including
the 2006 rollover amount, through a PSCR factar of 8.63 mills/
kWh on January 1, 2007. The Company reduced the PSCR factor to
6.69 mills/kWh on July 1, 2007 based on the updated 2007 PSCR
plan year projections. In August 2007, the MPSC approved Detroit
Edison’s 2007 PSCR case and authorized the Company to charge a
maximum pewer supply cost recovery factor of 8.69 mills/kWh in 2007.

2008 Plan Year — In September 2007, Detroit Edison filed its 2008
PSCR plan case seeking appraval of a levelized PSCR factor of

9.23 milis/kWh above the amount included in base rates for all
PSCR customers. The Company is supporting a total 2008 power
supply expense forecast of $1.3 billion that includes $1 million for
the recovery of its projected 2007 PSCR under-collection. The
Company’s PSCR Plan wilf allow the Company to recover its
reasonably and prudently incurred power supply expense including;
fuel costs, purchased and net interchange power costs, NOx and S02
emission allowance costs, transmission costs and MISO costs. Also
included in the filing is a request for approval of the Company’s
emission comgpliance strategy which includes pre-purchases of
emission allowances as well as a request for pre-appravat of a
contract for capacity and energy associated with a renewable wind
energy project. On January 31, 2008, Detroit Edison filed a revised
PSCR plan case seeking appraval of a levelized PSCR factor of
11.22 mills/kWh above the amount included in base rates for all
PSCR customers. The revised filing supports a 2008 power supply
expense forecast of $1.4 billion and includes $43 million for the
recovery of a projected 2007 PSCR under-collection.

Uncoliectible Expense True-Up Mechanism {UETM) and
Report of Safety and Training-Related Expenditures

2005 UETM — In March 2006, MichCon filed an application with the
MPSC for approval of its UETM for 2005. This is the first filing
MichCon has made under the UETM, which was approved by the
MPSC in April 2005 as part of MichCon’s last general rate case.
MichCon’s 2005 base rates included $37 million for anticipated
uncollectible expenses. Actual 2005 uncollectible expenses totaled
$60 million. The true-up mechanism allows MichCon to recover
ninety percent of uncollectibles that exceeded the $37 million base.
Under the formula prescribed by the MPSC, MichCon recorded an
under-recovery of approximately $11 million for uncollectible
expenses from May 2005 {when the mechanism took effect) through
the end of 2005. In December 2006, the MPSC issued an order
authorizing MichCon to implement the UETM monthly surcharge for
service rendered on and after January 1, 2007.

As part of the March 2006 application with the MPSC, MichCon filed
a review of its 2005 annual safety and training-related expenditures.
MichCon reported that actual safety and training-related expenditures
for the initial pericd exceeded the pro-rata amounts included in base




rates and based on the under-recovered pasition, recommended no
refund at this time. In the December 2006 order, the MPSC also
approved MichCon's 2005 safety and training report.

2008 UETM — In March 2007, MichCon filed an application with the
MPSC for approval of its UETM for 2006 requesting $33 million of
under-recovery ptus applicable carrying costs of $3 milkion. The
March 2007 application included a report of MichCon’s 2006 annual
safety and training-retated expenditures, which shows a $2 million
over-recovery. In August 2007, MichCon filed revised exhibits
reflecting an agreement with the MPSC Staff to net the $2 million
over-recovery and associated interest refated to the 20086 safety and
training-related expenditures against the 2006 UETM under-recovery.
An MPSC order was issued in December 2007 approving the
collection of $33 million requested in the August 2007 revised filing.
MichCon is authorized to implement the new UETM monthly
surcharge for service rendered on and after January 1, 2008.

Gas Cost Recovery Proceedings

2005-2006 Plan Year — In June 2006, MichCon filed its GCR
reconciliation for the 2005-2006 GCR year. The filing supported a
total over-recavery, including interest through March 2006, of

$13 million. MPSC Staff and other interveners filed testimony
regarding the reconciliation in which they recommended disallowances
retated to MichCon's implementation of its dollar cost averaging
fixed price program. In January 2007, MichCon filed testimony
rebutting these recommendations. On December 18, 2007, the MPSC
issued an order adopting the adjustments proposed by the MPSC
Staff resulting in an $8 million disallowance. Expense related to the
disallowance was reflected in the Consolidaied Statements of
QOperatians for the year ended December 31, 2007. The MPSC
authorized MichCon to roll a net over-recovery, inclusive of interest,
of $20 million into its 2006-2007 GCR reconciliation. On December 27,
2007, MichCon filed an appeal of the case with the Michigan Court
of Appeals. MichCon is unable to predict the outcome of the appeal.

2006-2007 Plan Year —In June 2007, MichCon filed its GCH
recanciliation for the 2006-2007 GCR year. The filing supported a
total under-recavery, including interest through March 2007, of
$18 million. An MPSC order in this case is expected in 2008.

2007-2008 Pian Year / Base Gas Sale Consolidated — n August 2006,
MichCon filed an application with the MPSC requesting permission
to sell base gas that would become accessible with storage facilities
upgrades. In December 2006, MichCon filed its 2007-2008 GCR plan
case proposing a maximum GCR factor of $8.49 per Mcf. In August
2007, a settlement agreement in this proceeding was reached by

all intervening parties that provides for a sharing with customers of
the proceeds from the sale of base gas. In addition, the agreerment
provides for a rate case filing moratorium until January 1, 2008,
unless certain unanticipated changes occur that impact income by
more than $5 million. The settlement agreement was approved by
the MPSC on August 21, 2007. MichCon's gas storage enhance-
ment projects, the main subject of the aforementioned settlement,
will enable 17 Bef of gas to become available far cycling. Under

the settlement terms, MichCon delivered 13.4 Bef of this gas to its
custorners through 2007 at a savings to market-priced supplies of
approximately $54 million. This settlement provides for MichCon to
retain the proceeds from the sale of 3.6 Bef of gas, which MichCon
expects to sell in 2007 through 2009. In the fourth quarter of 2007,

MichCon sald .75 Bef of base gas and recognized a pre-tax gain of
$5 million. By enabling MichCon ta retain the profit from the sale of
this gas, the settlement pravides MichCon with the opportunity to
earn an 11% return on equity with no customer rate increase for a
period of five years from 2005 to 2010,

2008-2009 Plan Year — \n December 2007, MichCon filed its GCR
plan case for the 2008-2009 GCR Plan year. MichCon filed for a
maximum GCR factar of $8.36 per Mcf. An order in this case is
expected during 2008.

Other

On July 3, 2007, the Court of Appeals of the State of Michigan
published its decision with respect to an appeal by Detroit Edison
and others of certain provisions of a November 23, 2004 MPSC order,
including reversing the MPSC's denial of recovery of merger control
premium costs. [n its published decision, the Court of Appeals held
that Detroit Edison is entitled to recover its allocated share of the
merger control premium and remanded this matter to the MPSC for
further proceedings to establish the precise amount and timing of
this recovery. Detroit Edison has filed a supplement to its April 2067
rate case to address the recovery of the merger contral premium
costs. Other parties have filed requests for leave to appeal to the
Michigan Supreme Court from the Court of Appeals decision. On
September B, 2007, the Court of Appeals remanded to the MPSC, for
reconsideration, the MichCon recovery of merger control premium
costs. DTE Energy and Detroit Edison are unable to predict the
financiat or other outcome of any legat or regulatory proceeding at
this time.

The Company is unable to predict the outcome of the regulatory
matters discussed herein. Resolution of these matters is dependent
upon future MPSC arders and appeals, which may materialty
impact the financial position, results of operations and cash flows
of the Campany.

Note 6 —
Nuclear Operations

General

Fermi 2, the Company’s nuclear generating plant, began commercial
operation in 1988, Fermi 2 has a design electrical rating (net) of
1,150 Megawart (MW). This plant represents approximately 10% of
Detroit Edison's summer net rated capability. The net book balance
of the Fermi 2 rlant was written off at December 31, 1998, and an
equivalent regulatory asset was established. In 2007, the Fermi 2
regulatory asset was securitized. Detrait Edison also owns Fermi 1,
a nuclear plant that was shut down in 1972 and is currently being
decommissioned. The NRC has jurisdiction aver the licensing and
operation of Fermi 2 and the decommissioning of Fermi 1.

Property Insurance

Detroit Edison maintains several different types of property
insurance policies specifically for the Fermi 2 plant. These policies
cover such items as replacemeni power and property damage. The
Muclear Electric Insurance Limited {NEIL) is the primary supplier of
the insurance polices.
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Detroit Edison maintains a policy far extra expenses, including replace-
ment power costs necessitated by Fermi 2's unavailability due to an
insured event. This policy has a 12-week waiting period and provides
an aggregate $490 million of coverage aver a three-year period.

Deiroit Edison has $500 million in primary coverage and $2.25 billion
of excess coverage for stabilization, decontamination, debris removal,
repair and/or replacement of property and decommissioning. The
combined covarage limit for total property damage is $2.75 hillion.

The Terrorism Risk Insurance Extension Act of 2005 (TRIA} was
scheduled to expire on December 15, 2007, Effective December 26,
2007, the Terrorism Risk Insurance Program Reauthorization Act of
2007 extended the TRIA though December 31, 2014. A major change
in the extension is the inclusion of "domestic” acts of terrorism in
the definition of covered or “certified” acts.

Far multiple terrorism losses caused by acts of terrorism not covered
under the TRIA occurring within one year after the first loss from
terrorism, the NEIL palicies would make available to all ingured
entities up to §3.2 billion, plus any amounis recovered from

reinsurance, government indemnity, or other sources to cover losses.

Under the NEIL policies, Detroit Edison could be liable for maximum
assessments of up to approximately $31 million per event if the loss
associated with any one event at any nuclear plant in the United
States should exceed the accumulated funds available to NEIL.

Public Liability Insurance

As required by federal law, Detrait Edison maintains $300 million of
public liability insurance for a nuclear incident. For liabilities arising
from a terrorist act outside the scope of TRIA, the policy is subject
to one industry aggregate limit of $300 million. Furthar, under the
Price-Anderson Amendments Act of 2005, deferred premium charges
upio $101 million could be levied against each licensed nuclear
facility, but not more than $15 millian per year per facility. Thus,
deferred premium charges coutd be levied against all owners of
licensed nuclear facilities in the event of a nuclear incident at any

of these facilities.

Decommissioning

Detroit Edison has a legal obligation to decommission its nuclear
power plants following the expiration of their operating licenses.
This obligation is reflected as an asset retirement obligation on the
Statements of Financial Position. Based on the actual or anticipated
extended life of the nuclear plant, decommissioning expenditures
for Fermi Z are expected to be incurred primarily during the period of
2025 through 2050. [t is estimated that the cost of decommissioning
Fermi 2, when its license expires in 2025, will be $1.3 billion in 2007
dollars and $3.4 billion in 2025 dollars, using a 6% inflation rate. In
2001, Detroit Edison began the decommissioning of Fermi 1, with
the goal of removing the radioactive material and terminating the
Fermi 1 license. The decommissioning of Fermi 1 is expected to be
complete by 2010,
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The NRC has jurisdiction over the decommissioning of nuclear power
plants and requires decommissioning funding based upon a formula.
The MPSC and FERC reguiate the recovery of costs of decommissioning
nuclear power plants and bath require the use of external trust funds
to finance the decommissicning of Fermi 2. Rates appraved by the
MPSC provide for the recovery of decommissioning costs of Fermi

2 and the disposal of low-level radicactive waste. Detroit Edison is
cantinuing to fund FERC jurisdictional amounts for decommissioning
even though explicit provisions are not included in FERC rates. The
Company believes the MPSC and FERC collections will be adequate
to fund the estimated cost of decammissianing using the NRC
formula. The decommissioning assets, anticipated earnings thergon
and future revenues from decommissioning collections will be used
to decommission the nuclear facilities. The Company expects the
regulatory liabilities to be reduced to zero at the conclusion of the
decammissioning activities, [f amounts remain in the trust funds

far these units following the completion of the decemmissianing
activities, those amounts will be disbursed based on rulings by the
MPSC and FERC.

A portion of the tunds recovered thraugh the Fermi 2 decommissioning
surcharge and deposited in external trust accounts is designated for
the removal of non-radioactive assets and the clean-up of the Fermi
site. This removal and clean-up is not considered a legal liability.
Therefore, it is not included in the asset retirement obligation, but

is reflected as the nuclear decommissioning regulataory liability.

The decommissioning of Fermi 1 is funded by Detroit Edison.
Contributions to the Fermi 1 trust are discretionary.

The fellowing table summarizes the fair value of the nuclear
decommissioning trust fund assets.

As of December 31

{in Millions) 2007 2006
Fermi 2 $ 718 § &%
Fermi 1 13 15
Low level radipactive waste 33 K
Total $§ 824 $§ M40

At December 31, 2007, investments in the external nuclear decom-
missioning trust funds consisted of approximately 54% in publicly
traded equity securities, 45% in fixed debt instruments and 1% in
cash equivalents. The debt securities had an average maturity of
approximately 5.3 years.

At December 31, 2006, investments in the external nuclear decom-
missioning trust funds consisted of approximatety 54% in publicly
traded equity securities, 43% in fixed debt instruments and 3% in
cash equivalents. The debt securities had an average maturity of
approximately 5.1 years.

The costs of securities sold are determined an the basis of specific
identification. The fallowing table sets forth the gains and losses and
proceeds from the sale of securities by the nuclear decommissioning
trust funds:




Year Ended December 31
{in Mitlions} 2007 2006 2005
Realized gains $ % § 21§58 N
Realized losses $ (7§ (9 $ {8
Proceeds from sales of securities $ 286 § 2533 § 20

Realized gains and losses and proceeds from sales of securities for
the Fermi 2 and the low level Radioactive Waste funds are recorded
to the asset retirement obligation regulatory asset and nuclear
decommissioning regulatory liability, respectively. The following
table sets forth the fair value and unrealized gains for the nuclear
decommissioning trust funds:

Total
Fair Unrealized
{in Millions) Value Gains
As of December 31, 2007
Equity Securities $ a3 $ 170
Debt Securities 313 9
Cash and Cash Equivalents 8 -

$ 8AM § 179

As of December 31, 2006

Equity Securities $ 33 $ 140
Debi Securities 316 4
Cash and Cash Equivalents 25 -

5 740 3 14

Securities held in the nuclear decommissianing trust funds are
classified as available-for-sale. As Detroit Edison does not have the
ability to hold impaired investments for a period of time sufficient
to allow for the anticipated recovery of market value, all unrealized
losses are considered to be other than temporary impairments.

Impairment charges for unrealized losses incurred by the Fermi 2
trust are recognized as a regulatory asset. Detroit Edison recognized
$22 million and $10 million of unrealized losses as regulatory assets
for the years ended December 31, 2007 and 2006, respectively. Since
the decommissioning of Fermi 1 is funded by Detroit Edison rather
than through a regulatory recovery mechanism, there is no corre-
sponding regulatory asset treatment. Therefore, impairment charges
for unrealized losses incurred by the Fermi 1 trust are recognized in
eamings immediately. For the years ended December 31, 2007 and
2008, Detroit Edison recognized impairment charges of $0.2 million
in each year for unrealized losses incurred by the Fermi 1 trusi.

Nuclear Fuel Disposal Costs

In accordance with the Federal Nuclear Waste Policy Act of 1982,
Detroit Edison has a contract with the U.S. Department of Energy
{DOE) for the future storage and disposal of spent nuclear fuel

from Fermi 2. Detroit Edison is obligated to pay the DOE a fee of

1 mill per ¥Wh of Fermi 2 electricity generated and sofd. The fee s
a component of nuclear fuel expense. Delays have occuired in the
DOE's program for the acceptance and disposal of spent nuclear fuel

at a permanent repository. Detroit Edison is a party in the litigation
against the DOE for both past and future costs associated with the
DOE's failure to accept spent nuclear fuel under the timetable set
forth in the Federal Nuclear Waste Policy Act of 1982. Detroit Edison
currently employs a used nuclear fuel storage strategy utilizing a
spent fuel pool. In December 2007, Detroit Edison announced plans
to move to a dry cask storage method which is expected to provide
sufficient storage capability for the life of the plant.

Note 7 —
Jointly Owned Utility Plant

Detroit Edison has joint ownership interest in two power plants,
Belle River and Ludington Hydroelectric Pumped Storage. Ownership
infarmation of the two wtility plants as of December 31, 2007 was
as follows:

Ludington
Hydroelectric
Pumped
Belle River Storage
In-service date 1984-1985 1973
Total plant capacity 1,026 MW 1,872 MW
Ownership interest * 49%

Investment {in Millions) $ 1,675 § 164
Accumulated depreciation (in Millions) § 847 § 1

* Detroit Edisan’s ownership interest is 53% in Unit No. 1, 8% of the facilities applicable to Belle
River usad jointly by the Bella River and St. Clair Power Plants and 75% in common facilities
used at Unit No. 2.

Belle River

The Michigan Fublic Power Agency {(MPPA} has an ownership
interest in Belle River Unit No. 1 and other related facilities. The
MPPA is entitled to 19% of the total capacity and energy of the plant
and is responsible for the same percentage of the plant’s operation,
maintenance and capital impraovement costs.

Ludington Hydroelectric Pumped Storage

Consumers Energy Company has an ownership interest in the
Ludington Hydroelectric Pumped Storage Plant. Consumers Energy
is entitled to 51% of the total capacity and energy of the plant and
is responsible for the same percentage of the plant’s operation,
maintenance and capital improvement costs.
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Note 8 —
Income Taxes

Income Tax Summary

The Company files a consolidated federal income tax return. Total
income tax expense varied from the statutory federal income tax rate
for the following reasons:

Deferred tax assets and liabilities are recognized for the estimated
future tax effect of temporary differences between the tax basis of
assets or liabilities and the reported amounts in the financial state-
ments. Deferred tax assets and liabilities are classified as current
or nencurrent according to the classification of the related assets or
liabilities. Deferred tax assets and ltabilities not related to assets
or liabilities are classified according to the expected reversal date
of the temporary differences. Deferred tax assets {liabilities) were

(in Millians) 2007 2006 2005 comprised of the following at December 31:
Income before income taxes and {in Mitfions) 2007 2006
Len;.:‘r(:trilr%:;:rei:atztrest $ 1’152 $ 53? § 4;3 Propert)r, plant and equipment $(1,384) $(1,358)
Income from continuing operations Secuntu;ed re_gy latory assets. (621) (670)
before tax $1151 § 535 § 378 Alternative minimum tax credit carryforward 186 438
Merger hasis differences 57 60
Income tax expense at 35% Pension and benefits . 28 16
statutory rate $ 403 $ 187 § 132 Other comprehensive income 62 113
Production tax credits ) (12} {10) Risk management assets and fiabilities 142 62
{nvestmant tax credits @) (8) (8) Net operating loss carryforward 28 51
Depreciation {4 (@ - (g  Other 93 88
Employee Stock Qwnership Plan {1,409) 1,200)
dividends (5} (5) {5) Less valuation allowance {28) {20}
Medicare part D subsidy {6) (6) {n $(1.437 $0(1,220)
Other, net {5) (6} 8
Income tax expense from Current deferred income tax assets $ 38 § M5
continuing operations $ 34 $ 146 § 106 Lang-term deferred income tax liabilities {1,824) {1,465}
Effective federal income tax rate 31.6% 21.3% 28.0% $1437) S (1,220
The minority interest allocation reflects the adjustment to earnings Deferred Income tax éssg.ts. $ 1§ 183
to allocate partnership losses to third party owners. The tax impact Beferred income tax fiabilities 3 :?ﬁg; 5 ﬁg-::

of partnership earnings and losses are attributable to the partners
instead of the partnerships. The minority interest allocation is there-
fore removed in computing income taxes associated with continuing
operations.

Components of income tax expense were as follows:

{in Milfions) 2007 2006
Continuing operations

Current federal and other income

2005

tax expense $ 277 & 88 $ 78
Deferred federal income tax expense 87 58 28
364 146 106
Discontinued operations 66 (1) 83
Cumulative effect of accounting
changes - i {2)
Total $ 430 §$ 136 § 187

Production tax credits are provided for qualified fuels produced and
sold by a taxpayer to an unrelated party during the taxable year.
Production tax credits earned but not utilized totaled $186 million
and are carried forward indefinitely as alternative minimum tax
credits. The majority of the production tax credits earned, including
all of those from our synfuel projects, were generated from projects
that have received a private letter ruling {PLR]} from the Internal
Revenue Service {IRS). These PLRs provide assurance as to the
appropriateness of using these credits to offset taxable income,
however, these tax credits are subject to IRS audit and adjustment.
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The above table excludes deferred tax liabilities associated with
unamortized investment tax credits that are shown separately on the
Consolidated Statements of Financial Position.

The Company has state deferred tax assets related to net operating
loss carry-forwards of $28 million and $20 miltion at December 31,
2007 and 2006, respectively. The state net operating loss carry-
forwards expire in 2008 through 2026. The Company has recorded
valuation allowances at December 31, 2007 and 2006 of approxi-
mately $28 million and $20 million, respectively, a change of $8
million, with respect to deferred tax assets associated with state
income taxes. In assessing the realizability of deferred tax assets,
the Company considers whether it is more likely than not that some
portion or all of the deferred tax assets will not be realized. The
ultimate realization of deferred tax assets is dependent upon the
generation of future taxable income during the periods in which
those temporary differences become deductible. Based upon the
level of historical taxable income and projections for future taxable
income over the periods which the deferred tax assets are deductible,
the Company believes it is mare likely than not that it will realize the
benefits of those deductible differences, net of the existing valuation
allowance as of December 31, 2007.




UncertainTax Positions

The Company adapted the provisions of FIN 48, Accounting for
Uncertainty in Income Taxes — an Interpretation of FASB Statement
No. 109 (FIN 48} on January 1, 2007. This interpretation prescribes
a more-likely-than-not recognition threshold and a measurement
attribute for the financial statement reparting of tax positions taken
or expected to be taken on a tax return. As a result of the imple-
mentation of FIN 48, the Company recognized a $5 million increase
in liabilities that was accounted for as a reduction to the January 1,
2007 balance of retained earnings.

A reconciliation of the beginning and ending amount of unrecognized
tax benefits is as follows;

fin Milliens}

Balance at January 1, 2007 $ 4
Additions for tax positions of prior years 4
Reductions for tax positions of prior years {8)
Settlements {15)
Lapse of statute of limitations (4)
Balance at December 31, 2007 § 22

The Campany has $14 million of unrecognized tax benefits at
December 31, 2007 that, if recognized, would favorably impact qur
effective tax rate. During the next twelve months, statutes of
fimitations will expire far aur tax returns in various states. It is
reasonably possible that there will be a decrease in unrecognized
tax benefits of $8 million within the next twelve months.

The Company recognizes interest and penalties pertaining to
income taxes in Interest expense and Other expenses, respectively,
on its Consolidated Statements of Operations. Accrued interest
pertaining to income taxes totaled $7 millian at December 31, 2007.
The Company had no accrued penalties pertaining to income taxes.
The Company recognized interest expense related to income taxes
of 81 millicn during 2007,

The Company’s U.S. federal income tax returns for years 2004 and
subsequent years remain subject to examination by the RS. The
Company also files tax returns in numesous state jurisdictions with
varying statutes of limitation.

Michigan BusinessTax

On July 12, 2007, the MBT was enacted by the State of Michigan to
replace the Michigan Single Business Tax (MSBT) effective January
1,2008. The MBT is comprised of an apportioned modified gross
receipts tax of 0.8 percent; and an apportioned business income tax
of 4.95 percent. The MBT provides credits for Michigan business
investment, compensation, and research and development. The MBT
will be accounted for as an income tax.

In 2007 a state deferred tax liability of $224 million was recognized
by the Company for cumulative differences between book and tax
assets and habilities for the consolidated group. Effective September
30, 2007, legistation was adopted by the State of Michigan creating
a deduction for businesses that realize an increase in their deferred
tax hability due 1o the enactment of the MBT. Therefore, a deferred
tax asset of $224 million was established related to the future
deduction. The deduction will be claimed during the period of 2015
through 2029. The recognition of the enactment of the MBT did not
have an impact on our income tax provision for 2007.

Of the $224 million of deferred tax liabilities and assets recognized
for the consolidated group, $364 million related tc our regulated
entities with the remainder related to our non-regulated entities. The
$364 million of deferred tax liabilities and assets recagnized by our
regulated utilities were offset by corresponding regulatory assets
and liahilities in accordance with SFAS No. 71, Accounting for the
Effects of Certain Types of Regulation, as the impacts of the deferred
tax liabilities and assets recognized upon enactment and amendment
of the MBT will be reflected in our rates.

Note 9 —
Common Stock

Common Stock

The DTE Energy Board of Directors has authorized the repurchase
of up to $1.550 billion of common stock through Z009. Through
December 31, 2007, repurchases of approximately $725 million of
common stock were made.

Under the DTE Energy Company Long-Term Incentive Plan, the
Company grants non-vested stock awards to key employees,
primarily management. As a result of a stock award, a settlement
of an award of performance shares, or by exercise of a participant’s
stock option, the Company may deliver common stock from the
Company’s authorized but unissued common stack and/or from
outstanding common stock acquired by or on behalf of the Company
in the name of the participant. The number of non-vested restricted
stock awards is included in the number of common shares outstanding;
however, for purposes of computing basic earnings per share,
non-vested restricted stock awards are excluded.

Dividends

Certain of the Company's credit facilities contain a provision
requiring the Company to maintain a ratio of consolidated debt to
capitalization equal to or less than 0.65:1, which has the effect of
limiting the amount of dividends the Company can pay in order to
maintain compliance with this provision. The effect of this provision
as of December 31, 2007 was to restrict approximatety $197 million
as payments for dividends of total retained earnings of approximately
$2.8 billion. Trere are no other effective limitations with respect to
the Company’s ability to pay dividends.
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Note 10 —
Earnings Per Share

The Company reparts both hasic and diluted earnings per share.
Basic eamnings per share is computed by dividing income from
cantinuwing aperations by the weighted average number of common
shares outstanding during the period. The calculation of diluted
earnings per share assumes the issuance of potentially dilutive
common shares gutstanding during the period and the repurchase
of common shares that would have occurred with proceeds from the
assumed issuance. Diluted earnings per share assume the exercise
of stock options. Nan-vested restricted stock awards are included in
the number of common shares outstanding; however, for purposes
of computing basic earnings per share, non-vested restricted stock
awards are excluded. A reconciliation of both calculations is
presented in the following table:

{in Millions, except per share amounts) 2007 2006 2005

Basic Earnings per Share

Income from continuing operations § 787 § 389 § 272

Average number of common shares
outstanding 169 177 175

Income per share of common stock
based on weighted average number

of shares outstanding $ 464 5§ 219 8 156
Diluted Earnings per Share

Income from continuing operations $ 787 § 389 § 272
Average number of commaon shares

outstanding 169 17 175
Incremental shares from stock-based

awards 1 1 1
Average number of dilutive shares

outstanding 170 178 176
Income per share of common stock

assuming issuance of incremental

shares $ 462 $ 218 $ 15

Options to purchase approximately 2,100 shares of comman stock
in 2007, 100,000 shares of common stock in 2006, and two million
shares in 2005 were not included in the computation of diluted
earnings per share because the options’ exercise price was greater
than the average market price of the commen shares, thus making
these options anti-dilutive.
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Note 11 —
Long-Term Debt

Long-Term Debt

The Company’s long-term debt outstanding and weighted average
interest rates{1) of debt outstanding at December 31 were:

fin Mittions) 2007 2006

Mortgage bonds, notes, and other
DTE Energy Debt, Unsecured

6.7% due 2009 to 2033 $149% $ 1,669
Detroit Edison Taxable Debt,
Principally Secured
5.9% due 2010 to 2038 2,305 2,267
Detroit Edison Tax Exempt Revenue
Bonds (2}
5.3% due 2008 to 2036 1,213 [ak:
MichCon Taxable Debt, Principally Secured
6.1% due 2008 to 2033 715 745
Other Long-Term Debt, Including
Non-Recourse Debt 196 259
$ 5925 § 6153
Less debt associated with assets held for sale {22) -
Less amount due within one year {327) {235}
$ 5576 § 598
Securitization bonds
6.4% due 2008 to 2015 $1985 §$ 1,295
Less amount due within ong year (120) {110}
$ 1065 §$ 1185
Trust preferred — linked securities
7.8% due 2032 £ 186 § 186
7.5% due 2044 103 103
$ 289 §$ 289

(1) Weighted average interest rates as of December 31, 2007 are shown below the description of
each category of debt.

[2) Detroit Edison Tax Exempt Revenue Bonds are issued by a public body that loans the proceeds to
Detroit Edison on terms substantially mirroring the Revenue Bonds.

Debt Issuances
In 2007, the Company issued the foliowing long-term debt:

fin Mittions)
Month Interest
Company Issued Type Rate Maturity  Amount
Detroit Senior
Edison ODecember Notes(1} 647% March2038 § 50

(1] The proceeds from the issuance were used to refinance other long-term debt at Detroit Edison
and for general corporate purposes.




Debt Retirements and Redemptions

The following debt was retired, through optional redemption or
payment at maturity, during 2007.

{in Millions)
Month Interest
Company Issued Type Rate Maturity  Amount
MichCon May  First mortgage
bonds 7.21%  May 2007 3 30

DTE Energy August  Seniornotes  583%  August 2007 173
Detroit Other leng

Edison December  term debt 761%  June 2011 47
Total Retirements $ 250

The following table shows the scheduled debt maturities, excluding
any unamartized discount or premium on debt:

2013 and
fin Miliions) 2008 2009 2010 2011 2012 thereafter Total
Amount to
mature $447 $352 $670 $914 $453  $4571  $7.407

Trust Preferred-Linked Securities

DTE Energy has interests in various unconsalidated trusts that were
farmed for the sole purpose of issuing preferred securities and lending
the gross proceeds to the Company. The sole assets of the trusts
are debt securities of DTE Energy with terms similar to those of the
related preferred securities. Payments the Company makes are used
by the trusts to make cash distributions on the preferred securities it
has issued.

The Company has the right to extend interest payment periads on
the debt securities. Should the Company exercise this right, it cannot
declare ar pay dividends on, or redeem, purchase or acquire, any of
its capital stock during the deferral period.

DTE Energy has issued certain guarantees with respect to payments
on the preferred securities. These guarantees, when taken together
with the Company’s obligations under the debt securities and related
indenture, provide full and unconditional guarantees of the trusts’
obligations under the preferred securities.

Financing costs for these issuances were paid for and deferred by
DTE Energy. These costs are being amortized using the straight-line
method over the estimated tives of the related securities.

Remarketable Securities

At December 31, 2007, $75 million of MichCon notes were subject
to periodic remarketings. The notes are subject to mandatory ar
optional tender on June 30, 2G0B. The Company directs the
remarketing agents to remarket these securities at the lowest
interest rate necessary to produce a par bid. In the event that a
remarketing fails, the Company would be required to purchase the
securities. The notes are classified as long-term debt due to the
expected successful remarketing in 2008.

Cross Default Provisions

Substantiatly all of the net utility properties of Detoit Edison and
MichCon are subject to the lien of mortgages. Should Detroit

Edison or MichCon fail to timely pay their indebtedness under these
mortgages, such faiture may create cross defaults in the indebtedness
of DTE Energy.

QOther

As of December 31, 2007, the Company had $238 million of variable
auction rate tax exempt bonds outstanding. These bonds, which

are subject to rate reset every 7 days, are insured by bond insurers.
Qveralt credit market conditions have resulted in credit rating
downgrades and may result in future credit rating downgrades for
the band insurers. This has caused a loss in liquidity in the auction
rate markets far their insured bonds. These conditions have
negatively impacted interest rates, including default rates in the
case of failed auctions. The Company does not expect its interest
rate exposure regarding these bands to be materizl.

Note 12 —
Preferred Securities

Preferred and Preference Securities -
Authorized and Unissued

As of December 31, 2007, the amount of authorized and unissued
stock is as follows:

Shares
Company Type of Stock Par Valug Authorized
DTE Energy Preferred None 5,000,000
Detroit Edison Preferred $ 100 6,747,484
Detroit Edison Preference 3 1 30,000,000
MichCon Preferred § 1 7,000,000
MichCon Preference $ 1 4,000,000
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Note 13 —
Short-Term Credit Arrangements And
Borrowings

DTE Energy and its wholly-owned subsidiaries, Detroit Edison and
MichCon, have entered into revalving credit facilities with similar
terms. The five-year credit facilities are with a syndicate of banks
and may be used for general corporate barrowings, but are intended
to provide liquidity support for each of the companies’ commercial
paper programs. The aggregate availability under these combined
facilities is $1.9 hillion as shown in the following table:

{in Mitlions) DTEEnergy  DetroitEdison MichCon  Total
Five-year unsecured

revalving facility, dated

October 2005 $ 875 $§ 69 § 181 % 925

Five-year unsecured
revolving facility, dated
October 2004 525 208 244 975

Aggregate avaifability  §$ 1,200 $ 275 § 425 §1900

Detrait Edison and MichCon initiated separate $100 million short-
term unsecured bank loans in the fourth quarter of 2007. The
purpose of these loans was to enhance liguidity and reduce reliance
on the commercial paper market, The [oans have covenants identical
to those specified under our back-up credit facilities. Both Detroit
Edison and MichCon were in compliance with those covenants at
December 31, 2007. Detroit Edison and MichCon each had

$100 million outstanding under these toans at December 31, 2007.

Note 14 —
Capital And Operating Leases

Lassee — The Company leases various assets under capital and
operating feases, including coal cars, office buildings, a warehouse,
computers, vehicles and other equipment. The |ease arrangements
expire at varigus dates through 2031. Future minimum lease pay-
ments under non-cancelable leases at December 31, 2007 were:

Borrowings under the facilities are available at prevailing short-term
interest rates. The agreements require the Company to maintain a
debt to total capitalization ratio of no more than 0.65 10 1. Should
the Company have delinguent debt obligations of at least $50 million
to any creditor, such delinquency will be considered a default under
our credit agreements. DTE Energy, Detroit Edison and MichCon

are currently in compliance with these financial covenants. At
December 31, 2007 and December 31, 2006, respectively, the
Company had approximately $82 million and $123 million of letters
of credit outstanding against these facilities.

At December 31, 2007, the Company had outstanding commercial
paper of $761 million and other short-term harrowings of

$323 million, including Detroit Edison and MichCon bank loans
described below. At December 31, 2006, the Company had
outstanding commercial paper of $1.031 billion and other short-term
borrowings of $100 million.

The weighted average interest rate for short-term borrawings was
5.4% at December 31, 2007 and 2006.

DTE Energy has a $40 million letter of credit and reimbursement
agreement. Provisions for an automatic one-year extension and
conversion 10 a two-year term |oan are available as long as certain
conditions are met.

In conjunction with maintaining certain exchange traded risk
management positions, the Company may be reguired to post cash
collateral with its clearing agent. The Company has a demand
financing agreement for up to $150 million with its clearing agent,
The amount outstanding under this agreement was $13 million and
$23 mitlion at December 31, 2007 and 2008, respectively.

Detroit Edison has a $200 million short-term financing agreement
secured by customer accounts receivable. This agreement contains
certain covenants related to the delinquency of accounts receivable.
Detroit Edison is currently in compliance with these covenants.

The Company had an outstanding baiance of $125 million and

$100 million at December 31, 2007 and 2006, respectively.

10

Capital  Operating
{in Millions) Leases Leases
2008 $ 15 § 4
2009 15 36
2010 14 28
201 12 22
2012 9 2
Thereafter 41 82
Total minimum lease payments (1} $ 106 SL
Less imputed interest (24)
Present value of net minimum lease payments 82
Less Assets held for sale {33}
Less current portton {8}
Non-current portion $§ M

(1} Future minimum operating lease paymenis include $22 million associated with assets held
for sale

Rental expense for operating leases was $60 million in 2007,

$72 million in 2006, and $68 millicn in 2005.

Lessor — MichCon leases a portion of its pipeline system to the
Vector Pipeline Partnership through a capital lease contract that
expires in 2020, with renewal options extending for five years.
The components of the net investment in the capital lease at
December 31, 2007, were as follows:

{in Millions}
2008 3 9
2609 9
2010 9
20n 9
2012 9
Thereafter il
Total minimum future lease receipts 116
Residual value of leased pipeline 40
Less unearnad ingcome (78)
Net investment in capital lease 78
Less current portion (2)
$ 76




Note 15 —
Financial And Other Derivative Instruments

The Company complies with SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities, as amended and interpreted.
Under SFAS No. 133, all derivatives are recognized on the Consoli-
dated Statement of Financial Position at their fair value unless they
qualify for certain scope exceptions, including normal purchases
and normal sales exception. Further, derivatives that qualify and are
designated for hedge accounting are classified as either hedges of a
forecasted transaction or the variability of cash flows to be received
or paid related to a recognized asset or liability (cash flow hedge),
or as hedges of the fair value of a recognized asset or liability or of
an unrecognized firm commitment (fair value hedge). For cash flow
hedges, the portion of the derivative gain or loss that is effective

in offsetting the change in the value of the undertying exposure is
deferred in Accumulated other comprehensive income and later
reclassified into earnings when the underlying transaction occurs.
For fair value hedges, changes in fair values for both the derivative
and the underlying hedged exposure are recognized in earnings each
period. Gains and losses from the ineffective portion of any hedge
are recognized in earnings immediately. For derivatives that do not
qualify or are not designated for hedge accounting, changes in the
fair value are recognized in earnings each period.

The Company's primary market risk exposure is associated with
commadity prices, credit, interest rates and foreign currency. The
Company has risk managament policies to monitor and decrease
market risks. The Company uses derivative instruments to manage
some of the exposure. The Company uses derivative instruments

for trading purposes in its Energy Trading segment and the coal
marketing activities of its Coal and Gas Midstream segment. The fair
value of all derivatives is included in "Assets or liabilities from risk
management and trading activities” on the Consolidated Statements
of Financial Position.

Commodity Price Risk and Foreign Currency Risk

Utility Operations

Dstroit Edison — Detroit Edison generates, purchases, distributes
and sells electricity. Detroit Edison uses forward energy and capacity
contracts to manage changes in the price of electricity and fuel.
Substantially all of these derivatives meet the normal purchases and
sales exemption and are therefore accounted for under the accrual
method. Other derivative contracts are recoverable through the PSCR
mechanism when reafized. This results in the deferral of unrealized
gains and losses or regulatory assets or liabilities, until realized.

MichCon — MichCon purchases, stores, transmits and distributes
natural gas and sells storage and transportation capacity. MichCon
has fixed-priced contracts for portions of its expected gas supply
reguirements through 2011, MichCon may also sell forward storage
and transportation capacity contracts. These gas-supply, firm trans-
portation, and storage contracts are designated and qualify for the
normal purchases and sales exemption and are therefore accounted
for under the accrual method.

Non-Utility Operations

Power and Industriaf Projects — These business segments manage
and operate on-site energy and steel related projects, landfill gas
recovery and power generation assets. These businesses utilize
fixed-priced contracts in the marketing and management of their
assets. These contracts are not derivatives and are therefore
accounted for under the accrual method.

Unconventional Gas Production — The Unconventional Gas business
is engaged in unconventional gas project development and produc-
tion. The Company uses derivative contracts to manage changes in
the price of natural gas. These derivatives are designated as cash
flow hedges. Amounts recorded in other comprehensive loss will be
reclassified to earnings, specifically as a component of operating
revenues, as the related production affects earnings through 2010.
tn 2007 and 2006, $222 million and $86 million, respectively, of
after-tax losses were reclassified to earnings, principally related

to the Antrim business. See Note 3 far further discussion of the
discontinuance of a portion of cash flow hedge accounting upon sale
of the Antrim business. In 2008, management estimates reclassifying
an after-tax gain of approximately $1 million to earnings related to
the Barnett cash flows.

Energy Trading — Commodity Price Risk — Energy Trading markets
and trades wholesale electricity and natural gas physical products,
energy financial instruments, and provides risk management services
utilizing energy commodity derivative instruments. Forwards, futures,
options and swap agreements are used to manage exposure to the
risk of market price and volume fluctuations in its operations. These
derivatives are accounted for by recording changes in fair value to
eamings, specifizally as a component of Operating revenues, unless
certain hedge accounting criteria are met. This fair value accounting
better aligns financial reporting with the way the business is man-
aged and its performance is measured. Energy Trading experiences
garnings volatility as a result of its gas inventory end other non-
derivative assets that do not qualify for fair value accounting under
accounting principles generally accepted in the U.S. Although the
risks associated with these asset positions are substantially offset,
requirements to fair value the related derivatives result in unrealized
gains and losses being recorded to earnings that eventually reverse
upon settlement.

Energy Trading -- Foreign Currency Risk — Energy Trading has foreign
currency forward contracts to hedge fixed Canadien dollar commit-
ments existing under power purchase and sale contracts and gas
transportation contracts. The Company entered into these contracts
to mitigate any price volatility with respect to fluctuations of the
Canadian dollar relative to the U.S. dollar. Certain of these contracts
were designated as cash flow hedges with changes in fair value
recorded to Other comprehensive incame. Amounts recorded to
Other comprehensive income are classified to Operating revenues
or Fuel, purchased power and gas expense when the related hedged
item impacts earnings.
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For derivatives designated as cash flow hedges, amounts recorded
in Other comprehensive income will be reclassified to earnings,
specifically as a component of Operating revenues, as the related
forecasted transaction affects earnings through 2008. [n 2007 and
20086, $7 million and $8 million, respectively, of after-tax losses were
reclassified to earnings. In 2008, management estimates reclassify-
ing an after-tax gain of approximately $1 million to earnings.

Coal and Gas Midstream — These business units are primarily
engaged in services related to transportation of coal as well as
the transportation, processing and storage of natural gas. These
businesses utilize fixed-priced contracts in their marketing and
management of their businesses. Generally these contracts are
not derivatives and are therefore accounted for under the accrual
method. The business unit also engages in coal marketing which
includes the marketing and trading of physical coal products and
coal financial instruments. Certain of these physical and financiat
coal cantracts are derivatives and are accountad for by recording
changes in fair value to earnings, specifically as a component of
Operating revenuss, unless certain hedge accounting criteria are met.

Credit Risk

The utility and non-utility businesses are exposed to credit risk if
customers or counterparties do not comply with their contractual
obligations. The Company maintains credit policies that significantly
minimize overall credit risk, These policies include an evatuation of
patential customers” and counterparties’ financial condition, credit
rating, collateral requirements or other credit enhancements such
as letters of credit or guarantees. The Company generally uses
standardized agreements that allow the netting of positive and
negative transactions associated with a single counterparty.

The Company maintains a provision for credit losses based on factors
surrounding the credit risk of its customers, historical trends, and
other information. Based on the Company's credit policies and its
December 31, 2007 provision for credit losses, the Company's
exposure to counterparty nonperformance is not expected to result
in material effects on the Company's financial statements.

{nterest Rate Risk

The Company uses interest rate swaps, treasury locks and other
derivatives to hedge the risk associated with interest rate market
volatility. In 2004 and 2000, the Company entered inta a series of
interest rate darivatives to limit its sensitivity to market interest
rate risk associated with the issuance of long-term debt. Such
instruments were designated as cash flow hedges. The Company
subsequently issued long-term debt and terminated these hedges
at a cost that is included in other comprehensive loss. Amaunts
recorded in other comprehensive loss will be rectassified to
Interest expense as the related interest affects earnings through
2030. In 2008, the Company estimates reclassifying $4 million of
losses to earnings.
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Fair Value of Other Financial Instruments

The fair value of financial instrumants is determined by using various
market data and other valuation techniques. The table below shows
the fair value relative to the carrying value for long-term debt
securities, The carrying value of certain other financial instruments,
such as netes payable, customer depasits and notes receivable
approximate fair value and are not shown. As of December 31, 2007,
the Company had approximately $1 bitlion of tax exempt securities
insured hy insurers. Since December 31, 2007, overall credit market
conditions have resulted in credit rating downgrades and may result
in future credit rating downgrades for these insurers. The Company
does not expect the impact on interast rates or fair value to be material.

2007 2006
Fair Carrying Fair Carrying
Value Value Value Value

Long-Term Debt  $7.6billion $7.4billion $8.0hillion §7.7 billion

Note 16 —
Commitments And Contingencies

Environmental

Electric Utility

Air — Detroit Edison is subject to EPA ozone transport and acid rain
regulations that limit power plant emissions of sulfur diexide and
nitragen oxides. In March 2005, EPA issued additional emission re-
duction regulations relating to ozone, fine particulate, regional haze
and mercury air pellution. The new rules will lead to additional con-
trols on fossil-fueled power plants to reduce nitrogen oxide, sulfur
dioxide and mercury emissians. To comply with these requirements,
Detroit Edison has spent appraximately $1.1 billion through 2007.
The Company estimates Detroit Edison future capital expenditures at
up to $282 millian in 2008 and up to $2.4 billion of additional capital
expenditures through 2018 to satisfy both the existing and proposed
new control requirements.

Water — In response to an EPA regulation, Detroit Edisen is required
to examine alternatives for reducing the environmental impacts of
the cooling water intake structures at several of its facilities. Based
on the results of the studies to be conducted over the next several
vears, Detroit Edison may be required to install additional control
technologies to reduce the impacts of the water intakes. Initially, it
was estimated that Detroit Edison could incur up to approximately
$55 million over the four 1o six years subsequent to 2007 in
additional capital expenditures to comply with these requirements.
However, a recent court decision remanded back to the EPA several
provisions of the federal regulation that may result in a delay in
compliance dates. The decision also raised the possibility that
Detreit Edison may have to install cooling towers at same facilities
at a cost substantially greater than was initially estimated for other
mitigative technologies.

Contaminated Sites — Detroit Edison conducted remedial investiga-
tions at contaminated sites, including three former manufactured
gas plant [MGP) sites, the area surrounding an ash landfill and
several underground and aboveground storage tank locations. The
findings of these investigatiens indicated that the estimated cost to




remediate these sites is approximately $15 million that was accrued
in 2007 and is expected to be incurred over the next several years. In
addition, Detroit Edison expects to make approximately $6 million of
capital improvements to the ash landfill in 2008.

Gas Utility

Contaminated Sites — Prior to the construction of major interstate
natural gas pipelines, gas for heating and other uses was
manufactured locally from processes involving coal, coke or oil.
{as Utility owns, or previously owned, 15 such former MGP sites.
Investigations have revealed contamination refated to the by-
products of gas manufacturing at each site. tn addition to the MGP
sites, the Company is also in the process of cleaning up other
contaminated sites. Cleanup activities associated with these sites
will be conducted over the next severai years.

The MPSC has established a cost deferral and rate recovery
mechanism for investigation and remediation costs incurred at
former MGP sites. Accordingly, Gas Utility recognizes a liability

and corresponding regulatory asset for estimated investigation and
remediation costs at former MGP sites. During 2007, the Company
spent approximately $2 million investigating and remediating these
former MGP sites. The Company accrued an additional $1 million in
remediation liabilities to increase the reserve balance to $40 million
as of December 31, 2007, with a corresponding increase in the
regulatory asset.

Any significant change in assumptions, such as remediation
techniques, nature and extent of contamination and regulatory
requirements, could impact the estimate of remedial action costs
for the sites and affect the Campany's financial position and cash
flows. However, the Campany anticipates the cost deferral and rate
recovery mechanism approved by the MPSC will prevent environ-
mental costs from having a material adverse impact on our results
of operations.

Non-Utility

The Company's non-utility affiliates are subject to a number of en-
vironmental laws and regulations dealing with the protection of the
environment from various pollutants. The Campany is in the process
of installing new environmental equipment at our coke battery
facilities in Michigan. The Company expects the projects to be
completed within two years. The coke battery facilities received
and responded to information requests from the EPA resulting in
the issuance of a notice of violation regarding potential maximum
achievable control technologies and new source review vialations.
The EPA is in the process of reviewing the Company's position of
demonstrated compliance and has not initiated escalated enforce-
ment. At this time, the Company cannot predict the impact of this
issue. The Company's non-utility affiliates are substantially in
compliance with all environmental requirements, other than as
noted above.

Guarantees

in certain limited circumstances, the Company enters into contractual
guarantees. The Company may guarantee another entity’s obligation
in the event it fails to perform. The Campany may provide guarantees
in certain indemnification agreements. Finally, the Company may

provide indirect guarantees for the indebtedness of others.
Below are the details of specific material guarantees the Company
currently provides.

Millennium Pipeline Project Guarantee

The Company owns a 26.25% equity interest in the Millennium
Pipefine Project (Millennium}. Millennium is accounted for under
the equity method. Millennium is expected to begin commercial
operations in November 2008.

On August 29, 2007, Millennium entered into a barrowing facility
to finance the canstruction costs of the project. The total facility
amounts to $800 million and is guaranteed by the project partners,
based upon their respective ownership percentages. The facility
expires on August 29, 2010. The amount outstanding under this
facility was $153 million at December 31, 2007. Praceeds of the
facility are being used to fund project costs and expenses relating to
the development, construction and commercial start up and testing
of the pipeline project and for general corporate purposes. In addi-
tion, the facility has been utilized to reimburse the project partners
for costs and expenses incurred in connection with the project for
the period subsequent to June 1, 2004 through immediately prior
to the closing of the facility. The Company received approximately
$23.5 million in September 2007 as reimbursement for costs and
expenses incuired by it during the above-mentioned period. The
Company accounted for this reimbursement as a return of capital.

The Company has agreed to guarantee 26.25% of the borrowing
facility in the event of default by Millennium. The guarantee
includes DTE Energy's revolving credit facility's covenant and default
provisions by reference. The Company has also provided performance
guarantees in regards to completion of Millennium to the major
shippers in an amount of approximately $16 million. The maximum
potential amount of future payments under these guarantees is
approximately $226 million. There are no recourse provisions or
collateral that would enable us to recover any amounts paid under
the guarantees other than our share of project assets.

Parent Company Guarantee of Subsidiary Obligations

The Company has issued guarantees for the benefit of various non-
utility subsidiary transactions. In the event that DTE Energy's credit
rating is downgraded below investment grade, certain of these
guarantees would require the Company to post cash or letters of
credit valued at approximately $488 million at December 31, 2007.
This estimated amount fluctuates based upon commodity prices
{primarily power and gas} and the pravisions and maturities of the
underlying agreements.

Other Guarantees

The Company’s other guarantees are not individually material
with maximum potential payments totaling $10 million at
December 31, 2007.

Labor Contracts

There are several bargaining units for the Company’s represented
employees. In October 2007, a new three-year agreement was
ratified by approximately 950 employees in our gas operations.

In December 2007, a new three-year agreement was ratified by
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approximately 3,100 employees in our electric operations and
corporate services. The contracts of the remaining represented
employees expire at various dates in 2008 and 2008.

Purchase Commitments

Detroit Edison has an Energy Purchase Agreement to purchase steam
and electricity from the Greater Detroit Resource Recovery Authority
{GDRRA). Under the Agreement, Detroit Edison will purchase steam
through 2008 and electricity through June 2024. In 1998, a charge
to income was recorded that included a reserve for steam purchase
commitments in excess of replacement costs from 1997 through 2008.
The reserve for steam purchase commitments totaling $20 million

at December 31, 2007 is being amartized to fuel, purchased power
and gas expense with non-cash accretion expense being recerded
through 2008. The Company estimates steam and electric purchase
commitments from 2008 through 2024 will not exceed $343 miflion.
In January 2003, the Company sold the steam heating business of
Detroit Edison to Thermal Ventures Il, LP. Under the terms of the
sale, Detroit Edison remains contractually obligated to buy sieam of
$33 mitlion from GDRRA until 2008. Also, the Company guaranteed
bank loans of $13 million that Thermal Ventures I, LF may use for
capitat improvements to the steam heating system. During 2007,
the Company recorded reserves of $13 million related to the bank
loan guaraniee.

As of December 31, 2007, the Company was pariy to numerous
long-term purchase commitments relating to a variety of goads and
services required for the Company’s business. These agreements
primarily consist of fuel supply commitments and energy trading
contracts. The Company estimates that these commitments wilt be
approximately $5.9 billion from 2008 through 2051. The Company
also estimates that 2008 capital expenditures will be approximately
$1.5 billion. The Campany has made certain commitments in
connection with expected capital expenditures.

Bankruptcies

The Company purchases and sells electricity, gas, coal, coke and
other energy products from and to numereus companies operating in
the steel, automotive, energy, retail and other industries. Certain of
the Company’s customers have filed for bankruptcy protection under
Chapter 11 of the U.S. Bankruptcy Code. The Campany regularly
reviews contingent matters relating te these customers and its
purchase and sale contracts and it records provisions for amounts
considered at risk of probable loss. Management believes the
Company's previously accrued amounts are adequate for probable
losses. The final resolution of these matters is not expected to have
a material effect on the Company's consalidated financial statements.

Other Contingencies

Detrait Edison and the Coal Transportatian and Marketing business
were involved in a contract dispute with BNSF Railway Company
(BNSF) that was referred to arbitration. Under this contract, BNSF
transparts wastern coals east for Detroit Edison and the Coal
Transportation and Marketing business. The Company filed a breach
of contract claim against BNSF for the failure to provide certain
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services that it believed were required by the contract. The Company
received an award from the arbitration panel in September 2007
that held that BNSF is required to provide such services under the
contract and awarded damages to the Company. The Company
entered into a settlement agreement with BNSF pursuant to which
BNSF will provide the required services.

The Company is involved in certain legal, regulatory, administrative
and environmental proceedings before various courts, arbitration
panels and governmental agencies concerning claims arising in

the ardinary course of business. These praceedings include certain
contract disputes, additional environmental reviews and investiga-
tions, audits, inquiries from various regulatars, and pending judicial
matters. The Company cannot predict the final disposition of such
proceedings. The Company regularly reviews legal matters and
records provisions for claims it can estimate and are considered
prabable of loss. The resolution of these pending proceedings is not
expected to have a material effect on the Company’s operations or
financial statements in the periods they are resolved.

See Note 5 far a discussion of contingencies retated to Regulatory
Matters.

Note 17 —
Retirement Benefits And Trusteed Assets

Adoption of SFAS No. 158, Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans

in September 2006, the FASB issued SFAS No. 158, Employers’
Accounting for Defined Benefit Pension and Other Postretirement
Plans — an Amendment of FASB Statements No. 87, 88, 108, and
132{R). SFAS No. 158 requires companigs to (1} recognize the over
funded or under funded status of defined benefit pension and other
postretirement plans in its financial statements, (2) recognize as a
component of other comprehensive income, net of tax, the actuarial
gains or losses and the prior service costs or credits that arise during
the period but are not immediately recognized as components of net
periodic benefit cost, (3) recognize adjustments to other compre-
hensive income when the actuarial gains or losses, prior service
tosts or credits, and transition assets or obligations are recagnized
as components of net periodic benefit cost, {4) measure postretire-
ment benefit plan assets and plan obligations as of the date of the
employer's statement of financial position, and {5) disclose additional
information in the notes to financial statements about certain effects
on net periodic benefit cost in the upcoming fiscal year that arise
from delayed recognition of the actuarial gains and losses and the
prior service cost and credits.

The requirement to recognize the funded status of a postretirement
benefit plan and the related disclosure requirements is effective for
fiscal years ending after December 15, 2006. The Company adopted
this requirement as of December 31, 2006. The requirement to
measure plan assets and benefit obligations as of the date of the
emplayer’s fiscal year-end statement of financial position is effective
far fiscal years ending after December 15, 2008. The Campany plans
to adopt this requirement as of December 31, 2008. Retrospective
application of the changes required by SFAS No. 158 is prohibited;
therefore certain disclosures below are not comparable.




Detroit Edison received approval from the MPSC to record the charge
related to the additional liability as a Regulatory asset since the
traditional rate setting process allows for the recovery of pension
and ather postretirement plan costs.

Measurement Date

All amounts and balances reported in the following tables as of
December 31, 2007 and December 31, 2006 are based on measurement
dates of November 30, 2007 and November 30, 2006, respectively.

Qualified and Nongualified Pension Plan Benefits

The Company has qualified defined benefit retirement plans for
eligible represented and non-represented employees. The plans are
noncontributory and cover substantially all employees. The plans
provide traditional retirement benefits based on the employees’
years of benefit service, average final compensation and age at

Net pension cost includes the following components:

Qualified Pension Plans

retirement. In addition, certain represented and non-represented
employees are covered under cash balance provisions that determine
benefits on annual employer contributions and interest credits. The
Company also maintains supplemental nonqualified, noncontributory,
retirement benefit plans for selected management employees.

These plans provide for benefits that supplement those provided

by DTE Energy’s other retirement plans.

The Company's policy is to fund qualified pension costs by contrib-
uting amounts consistent with the Pension Protection Act of 2006
provisions and additianal amounts when it deems appropriate. In
December 2007, the Company contributed $150 million to the
qualified pension plans. The Company anticipates making up to a
$150 millton contribution to its qualified pension plans in 2008 and
a $5 million contribution to its nonqualified pension plans in 2008.

Nongualified Pension Plang

{in Millions) 2007 2006 2005 2007 2006 2005
Service cost $ 60 $ 62 $ 64 $ 2 $ 2 $
Interest cost 174 172 169
Expected return on plan assets {237) {222) {218) - - -
Amortization of:
Net actuarial loss 57 57 67 2 2 1
Prior service cost 5 7 8 1 1 -
Special termination benefits 8 49 - - - -
Net pension cost $ 67 $§ 125 3 90 $ 9 $ 9 $ 6

Special termination benefits in the above tables represent costs associated with our Performance Excellence Process.

Retrospective application of the changes required by SFAS No. 158 is prohibited; therefare certain disclosures below are nat comparable.

Qualified Pension Plans Nongualified Pension Plans

fin Miflions) 2007 2006 2007 2006
Other changes in plan assets and benefit obligations recognized

in other comprehensive income and regulatory assets
Net actuarial (gain) $ (255) $ N/A $ - $ NA
Amortization of net actuarial {gain) (57} N/A Vi) N/A
Prior service cost 1 N/A - N/A
Amartization of prior service (credit) {5} N/A (1} N/A
Total recognized in other comprehensive income and regulatory assets $ (318} $ NA $ (3 $ NA
Total recognized in net periodic pension cost and other comprehensive

incame and requlatory assets $ (249 $ NA 8 6 $ NA
Estimated amounts to be amortized from accumulated other

comprehensive income and regulatory assets into net periodic

benefit cost during next fiscal year
Net actuarial loss L] Ky} $ 56 $ 2 3 2
Prior service cost 5 5 1 1

The above table represents disclasure required of SFAS No. 158 beginming in 2007.
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The following table reconciles the obligations, assets and funded status of the plans as well as the amounts recognized as prepaid pension
cost or pension liability in the Consolidated Statement of Financial Position at December 31:

Qualified Pension Plans Nongualified Pension Plans

{in Miilions) 2007 2006 2007 2006
Accumulated benefit obligation, end of year $ 2767 $ 293 $ 69 $ 73
Change in projected benefit obligation
Projected benefit cbligation, beginning of year $ 31 $ 3013 $8 T $ 67
Service cost 60 62
Interest cost 174 172
Actuarial {gain} loss (212} 78 -
Benefits paid {224} (197 (9) (5)
Special termination benefits 8 49 - -
Plan amendments 1 (6) - -
Projected benefit obligation, end of year $ 2978 AT $ 12 $ 75
Change in plan assets
Plan assets at fair value, beginning of year $ 274 $ 2617 5 - 3 -
Actual return on plan assets 280 324 - -
Company contributions 180 - 9 5
Benefits paid {224} (197} (9) (5)
Pian assets at fair value, end of year $ 2980 $ 2744 $ - 3 -
Funded status of the plans $ 2 5 (a7 $ 72 $§ {75
December contribution 150 180 1 -
Funded status, end of year $ 152 3 (247} s $ (1l
Amount recorded as:
Noncurrent assets $ 182 3 N 3 - $ -
Current liabilities - - (4 {5}
Noncurrent liabilities - (318) {67) (70

$ 152 $ (247 $ M § (75l
Amounts recognized in accumulated other comprehensive loss, pre-tax
Net actuarial loss $§ 175 $ 186 3 5 $ 7
Prior service {credit) {8) o {1g - -
Amounts recognized in regulatory assets
Net actuarial loss $ 456 $ 76 $ 21 $ 21
Prior service cost 17 24 1 1

16



Assumptions used in determining the projected benefit obligation and
net pension costs are listed below:

2007 2006 2005

Projected benefit obligation

Discount rate 6.5% 5.7% 5.9%

Rate of compensation increase 4.0% 40% 4.0%
Net pension costs

Discount rate 5.7% 5.9% 6.0%

Rate of compensation increase 4.0% 4.0% 4.0%

Expected long-term rate of return

on plan assets 8.75% 8.75% 5.0%

At December 31, 2007, the benefits reiated to the Company's
qualified and nonqualified pension plans expected to be paid in
each of the next five years and in the aggregate for the five fiscal
years thereafter are as follows:

{in Miliions}

2008 £ 189
2009 194
2010 200
2011 204
2012 212
2013 - 2017 1,179
Total $ 2178

The Campany employs a consistent formal process in determining
the long-term rate of return for various asset ¢lasses. Management
reviews historic financiat market risks and returns and long-term
historic relationships between the asset classes of equities, fixed
income and other assets, consistent with the widely accepted capital
market principle that asset classes with higher volatility generate
a greater return over the long-term. Current market factors such as
inflation, interest rates, asset class risks and asset class returns are
evaluated and considered before long-term capital market assump-
tions are determined. The long-term portfolio return is also estab-
lished employing a consistent formal process. with due consideration
. of diversification, active investment management and rebalancing.
Peer data is reviewed to check for reasanabieness.

The Company employs a total return investment approach whereby
a mix of equities, fixed income and other investments are used

to maximize the lang-term return on plan assets consistent with
prudent levels of risk. The intent of this strategy is to minimize plan
expenses over the long-term, Risk tolerance is established through
cansideratian of future plan cash flows, plan funded status, and
corporate financial considerations. The investment portfolio containg
a diversified blend of equity, fixed income and other investments.
Furthermare, equity investments are diversified across U.S. and
non-U.S. stocks, growth and value investment styles, and large and

small market capitalizations. Other assets such as orivate equity

and absolute return funds are used judiciously to enhance tong-term
returns while improving portfolio diversification. Derivatives may he
utilized in a risk controlled manner, to potentially increase the porifo-
lio beyond the market value of invested assets and reduce partfotio
investment risk. favestment risk is measured and monitored on an
ongoing basis through annual liability measurements, periotic asset/
liability studies, and quarterly investment portfolio reviews.

The Company’s plans’ weighted-average asset allocations by asset
category at December 31 were as follows:

2007 2006
Equity securities 66% 68%
Debt securities 19 23
Other 15 9
100% 100%

The Company’s plans’ weighted-average asset target allocations by
asset category at December 31, 2007 were as follows:

Equity securities 55%

Debt securities 20

Other 25
100%

The Campany also sponsors defined contribution retirement savings
plans. Participation in one of these plans is available to substantially
all represented and non-represented employees. The Company
matches employee contributions up te certain predsfined limits
based upon eligible compensation, the employee’s contribution rate
and, in some cases, years of credited service. The cost of these plans
was $29 million in each of the years 2007, 2006, and 2005.

Other Postretirement Benefits

The Company provides certain postretirement health care and life
insurance benefits for employees who are eligible for these benefits.
The Company’s policy is to fund certain trusts to meet its postretire-
ment benefit obligations. Separate qualified Voluntary Employees
Beneficiary Association (VEBA) trusts exist for represented and non-
represented employees. [n December 2007, the Company made cash
contributions of $76 million to its postretirement benefit plans. In
January 2008, the Company made cash contributions of $40 million
to its postretirement benefit plans. At the discretion of management,
the Company may make up to a $116 million contribution to its VEBA
trusts in 2008,
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Net postretirement cost includes the following components:

{in Millions) 2007 2006 2005
Service cost $§ 62 $§ 9 § 55
Interest cost 118 115 105

Expected return on plan assets (67) {61) (70}

Amortization of

Net loss 69 12 60
Prior service {credit) (3) {3} {2)
Net transition obligation 7 1 7
Special termination henefits 2 8 -
Net postretirement cost $ 188 § 197 § 155

Special termination benefits in the above tables represent costs
associated with our Performance Excellence Process.

Retrospective application of the changes required by SFAS No. 158
ts prohibited; therefore certain disclosures below are not comparable.

fin Mitlians) 2007 2006

Other changes in plan assets and APB0
recognized in other comprehensive
income and regulatory assets

Net actuarial {gain) $ (299) § N/A
Amartization of net actuarial {gain) {69) N/A
Prigr service {credit) {55) N/A
Amortization of prior service cost 2 N/A
Amortization of transition (asset) (6) N/A
Total recognized in other comprehensive

income and regulatory assets $ (427) $ N/A

Total recognized in net periodic pension cost,
other comprehensive income and

regulatory assets $ (239) § N/A

Estimated amounts to be amortized from
accumulated other comprehensive income
and regulatory assets into net periodic
benefit cost during next fiscal year

Net actuarial loss $ 38 5 66
Prior service {credit} $ 6 8§ (2
Net transition obligation $ 2 3 7

The above table represents disclosure required by SFAS No. 158
beginning in 2007.
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The following table reconciles the obligations, assets and funded
status of the plans including amounts recorded as accrued postre-
tirement cost in the Consolidated Statement of Financial Position at
December 31:

{in Millions} 2007 2006

Change in accumulated postretirement
benefit abligation

Accumulated postretirement benefit obligation,

beginning of year $2184 § 199
Service cost 62 59
interest cost 118 115
Actuarial (gain) loss (297) 101
Plan amendments {95) 2
Medicare Part D subsidy 7 1
Special termination benefits 2 8
Benefits paid (99) {93)
Accumuiated postretirement benefit obligation,

end of year $192 § 2184
Change in plan assets
Plan assets at fair value, beginning of year $ 74 § M3
Actual return on plan assets 69 86
Company contributions 56 60
Benefits paid {84) (65)
Plan assets at fair value, end of year $ 8315 § 194
Funded status of the plans, as of November30  $ (1,087)  $(1,390)

December adjustment {7} {24)

Funded status, as of December 31 ${1,094) $1(1414)

Noncurrent liabilities $(1,094) §0(1.414)
Amounts recognized in accumulated other

comprehensive loss, pre-tax
Net actuarial loss $§ m § 8

Prior service (credit) $ (48 § {44

Net transition {asset) $ (18 8 (39
Amounts recognized in regulatory assets

Net actuarial loss $ 458 § 816

Prior service cost $ 8 ¢ 36

Net transition obligation 8 2 5§ N

Assumptions used in determining the projected benefit obligation
and net benefit costs are listed below:

2007 2008 2005

Projected benefit obligation

Discount rate 6.50% 5.70% 5.90%
Net benefit costs
Discount rate 5.70% 5.90% 6.00%
Expected long-term rate of return
on plan assets 8.75% 8.75% 9.00%
Health care trend rate pre-65 8.00% 9.00% 9.00%
Health care trend rate post-65 7.00% 8.00% 8.00%
Ultimate health care trend rate 5.00% 5.00% 5.00%
Year in which ultimate reached 201 20Mm 2011




A one-percentage-point increase in health care cost trend rates
would have increased the total service cost and interest cast
components of benefit costs by $27 million and increased the
accumulated benefit obligation by $227 million at December 31,
2007. A ane-percentage-point decrease in the health care cost
trend rates would have decreased the total service and interest
cost components af benefit costs by $24 million and would have
decreased the accumulated benefit obligation by $217 million at
December 31, 2007.

At December 31, 2007, the benefits expected to be paid, including
prescription drug benefits, in each of the next five years and in the
aggregate for the five fiscal years thereafter are as follows:

{in Mitlions)

2008 § 12
2009 - 130
2010 135
20m 11
2012 145
20132017 780
Total $ 1,452

The process used in determining the long-term rate of return for
assets and the investment approach for the Company’s other
postretirement benefits plans is similar to those previously
described for its qualified pension plans.

The Company’s plans’ weighted-average asset allocations by asset
category at December 31 were as follows:

2007 2006
Equity securities 68% 68%
Debt securities 20 25
Other 12 7
100% 100%

The Company's plans’ weighted-average asset target allocations by
asset category at December 31. 2007 were as follows:

Equity securities 55%

Debt securities 20

Other 25
100%

In December 2003, the Medicare Act was signed into law which
provides for a non-taxable federal subsidy to sponsors of retiree
health care benefit plans that provide a benefit that is at least
“actuarially equivalent” to the benefit established by law. The effects
of the subsidy reduced net periodic pastretirement benefit costs by
$16 million in 2007, $17 million in 2006, and $20 million in 2005.

At December 31, 2007, the gross amount of federal subsidies
expected to be received in each of the next five years and in the
aggregate for the five fiscal years thereafter was as follows:

{in Mitlions)
2008 £ 5
2009 5
2010 5
201 6
6
34

2012
2013 - 2017

Total & 6

Grantor Trust

MichCon maintains a Grantor Trust that invests in life insurance
contracts and income securities. Employees and retirees have no
right, title or interest in the assets of the Grantor Trust, and MichCon
can revoke the trust subject to providing the MPSC with prior
notification. The Company accounts for its investment at fair value
with unrealized Jains and losses recorded to earnings.

Note 18 —
Stock-Based Compensation

The OTE Energy Stock Incentive Plan permits the grant of incentive
stock opticns, non-qualifying stock options, stock awards, performance
shares and performance units. Participants in the plan include the
Company’s employees and members of its Board of Directors. In
2006, the Company adopted a new Long-Term Incentive Program (LTIP).

The following are the key points of the LTIP:

® Authorized limit is 9,000,000 shares of common stock;

& Prohihits the grant of a stock option with an exercise price that
is less than the fair market value of the Company’s stock on the
date of the grant; and

B Imposes the following award limits to a single participant in a
single calendar year, (1) options for more than 500,000 shares of
common stock; (2} stock awards for more than 150,000 shares
of common stock; (3) performance share awards for more than
300,000 shares of comman stock (based on the maximum payout
under the award); or (4} more than 1,000,000 perfermance units,
which have a face amount of $1.00 each.
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Effective January 1, 2006, the Company adopted SFAS No. 123(R),
Share-Based Payment, using the modified prospective transition
method. Under this method, the Company records compensation
expense at fair value over the vesting period for all awards it grants
after the date it adopted the standard. In addition, the Company is
required to record compensation expense at fair value (as previous
awards continue to vest) for the unvested portion of previously
granted stock option awards that were outstanding as of the date
of adoption. Pre-adoption grants of stock awards and performance
shares will continue to be expensed. DTE Energy did not make the
one-time election to adopt the alternative transition method
described in FSP SFAS No. 123(R}-3, Transition Election Related to
Accounting for the Tax Effect of Share-Based Payment Awards, but
has chosen instead to follow the original guidance provided by
SFAS No. 123(R) in accounting for the tax effects of stock based
compensation awards.

Stock-based compensation for the reporting periods is as follows;
{in Miflions) 2007 2006 2005

Stock-based compensationexpense § 28 $§ 24 § 13
Tax benefit of compensationexpense § 10§ 8§ 3 5

The cumulative effect of the adoption of SFAS No. 123(R) in 2006
was an increase in net income of $1 million as a result of estimating
forfeitures for previously granted stock awards and performance
shares. The Company has not restated any prior periods as a result
of the adoption of SFAS No. 123(R). The Company generally purchases
shares on the open market for options that are exercised or it may
settle in cash other stock-based compensation.

Options

Options are exercisable according to the terms of the individual
stock option award agreements and expire 10 years after the date

of the grant. The option exercise price equals the fair value of the
stock on the date that the option was granted. Stock options granted
vest ratably over a three-year period.

Stock option activity was as follows:

Weighted {in Millions}
Average Aggregate
Number Exercise Intrinsic
of Options Price Value
Options outstanding at
January 1, 2007 5,667,197 $ 4160
Granted 419,400 $ 4157
Exercised (1,654,148} $ 41.07
Forfeited or expired (37,640 $ 4345
Options outstanding at
December 31, 2007 4,394,809 $ 2% $ %
Dptions exercisable at
December 31, 2007 3,306,313 $ 4136 $ 23
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As of December 31, 2007, the werghted average remaining
contractual life for the exercisable shares is 4.91 years. As of
December 31, 2007, 1,088,496 options were non-vested. During
2007, 874,984 options vested.

The weighted average grant date fair value of options granted during
2007, 2006, and 2005 was $6.46, $6.12, and $5.89, respectively. The
intrinsic value of options exercised for the years ended December 31,
2007, 2006 and 2005 was $16 million, $6 million, and $8 million,
respectively. Total option expense recognized during 2007 and 2006
was $4 million and $6 million, respectively.

The number, weighted average exercise price and weighted average
remaining contractual life of options outstanding were as follows:

Weighted Weighted Average

Average Remaining
Range of Number Exercise Contractual Life
Exercise Prices  of Options Price {years)
$27.00-$38.00 188,531 $30.89 1.88
$38.01-$42.00 1,997,431 $40.64 4.83
$42.01-$45.00 1,446,534 $43.91 1.00
$45.01-850.00 762,313 $46.77 6.72

4,394,809 $42.37 5.74

The Company determined the fair value for these options at the date
of grant using a Black-Scholes based option pricing modei and the
foliowing assumptions:

December 31
2007 2006 2005
Risk-free interest rate 4.71% 4.58% 3.93%
Dividend yield 4.38% 4.75% 4.60%
Expected volatility 17.99% 19.79% 19.56%
Expected life 6 years 6§ years 6 years

In connection with the adoption of SFAS No. 123(R), the Company
reviewed and updated its forfeiture, expected term and volatility
assumptions. The Company modified option volatility to include both
historical and implied share-price volatility. Implied volatility is derived
from exchange traded options on OTE Energy common stack. The
Company's expected life estimate is based on industry standards.

Pro forma information for the period ended December 31, 2005 is
provided to show what the Company’s net income and earnings per
share would have been if compensation costs had been determined
as prescribed by SFAS Ne. 123(R):

December 31

fin Miflions, except per share amounts} 2005
Net income as reported $ 537
Less: total stock-based expense {4)
Proforma netincome $ 533
Earnings per share

Basic — as reported $ 307
Basic — pro forma $ 3.05
Diluted — as reported $ 305
Diluted — pro forma 3 303




Stock Awards

Stock awards granted under the plan are restricted for varying
periods, which are generally for three years. Participants have all
rights of a sharehalder with respect to a stock award, including

the right to receive dividends and vote the shares. Prior to vesting

in stock awards, the participant; {i} may not seli, transfer, pledge,
exchange or otherwise dispose of shares; {ii) shall not retain custody
of the share certificates; and {iii} will deliver to the Company a stock
power with respect to each stock award.

The stock awards are recorded at cost that approximates fair vaiue
on the date of grant. The cost is amortized to compensation expense
over the vesting period.

Stock award activity for the periods ended December 31 was:
2007 2006 2005

The Company recorded compensation expense as follows:

{in Millions) 2007 2006 2005
Compensation expense $8 7. % 8 8 ]
Cash settlements (1) $ 5 $ 4 3 5

{1y Approximates the intrinsic value of the liability.

During the vesting periad, the recipient of a performance share
award has no shareholder rights. However, recipients will be
paid an amount equal to the dividend equivalent on such shares.
Performance share awards are nontransferable and are subject to
risk of forfeiture.

The following table summarizes the Company’s performance share
activity for the pariod ended December 31, 2007

Performance Sharas

Fair value of awards vested

{in Millions) $ 10 % 5 % 4

Restricted common shares awarded 620,125 282,555 288,360
Weighted average market price
of shares awarded $ 4948 § 43564 § 4495

Compensation cost charged
againstincome {in Millions) s 6 § 10 % 8

The following table summarizes the Company’s stock awards activity
for the period ended December 31, 2007

Weighted Average

Restricted Grant Date

Stock Fair Value

Balance at January 1, 2007 666,136 $ 4320
Grants 620,125 $ 4948
Farfeitures {62,139} $ 4655
Vested (239,812} $ M53
Balance at December 31,2007 984,310 $ 4136

Performance Share Awards

Performance shares awarded under the plan are for a specified
number of shares of common stock that entitle the holder to receive
a cash payment, shares of common stock or a combination thereof.
The final value of the award is determined by the achievement of
certain performance objectives and market conditions. The awards
vest at the end of a specified period, usually three years. The
Company accounts for performance share awards by accruing
compensation expense over the vesting period based on: i) the
number of shares expected to be paid which is based on the probable
achievement of performance objectives; and {ii) the grant date fair
value of the shares.

Balance at January 1, 2007 1,035,696
Grants 489,765
Forfeitures (84,043)
Payouts {267,265)
Balance at December 31, 2007 1,174,153

Unrecognized Compensation Costs

As of December 31, 2007, there was $37 million of total
unrecognized compensatian cost related to non-vested stock
incentive plan arrangements. That cost is expected to be recognized
over a weighted-average period of 1.28 years.

{In Milligns)
Unrecognized (in years)
Compensation Weighted Average

Cost to be Recognized
Stock awards $ 2 1.16
Performance shares 13 1.48
Options 2 ‘ 1.26
$§ ¥ 1.28

The tax benefit realized for tax deductions related to the Company’s
stock incentive plan totaled $10 million for the period ended
December 31, 2007. Approximately $1.4 million, $1.6 million, and
$1 million of compensation cost was capitalized as part of fixed
assets during 2007, 2006, and 2005, respectively.
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Note 19 —
Segment And Related Information

The Synthetic Fuel business had heen shown as a non-utility segment
through the third quarter of 2007. Due to the expiration of synfuel
production tax credits at the end of 2007, the Synthetic Fuel business
ceased operations and has been classified as a discontinued
operation as of December 31, 2007.

Based on the following structure, the Company sets strategic goals,
allocates resources and evaluates performance;

Electric Utility

® Consists of Detroit Edison, the company's electric utility
whose operations include the power generation and electric
distribution facilities that service approximately 2.2 million
residential, commercial and industrial customers throughout
southeastern Michigan.

Gas Utility

B Consists of the gas distribution services provided by MichCen,
a gas utiity that purchases, stores and distributes natural gas
throughout Michigan to approximately 1.3 million residential,
commercial and industrial customers and Citizens, a gas utility
that distributes natural gas to approximatety 17,000 customers
in Adrian, Michigan.
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Non-Utility Operations

B (Coal and Gas Midstream, piimarily consisting of coal
transportation and marketing, and gas pipelines, processing
and storage;

B Unconventional Gas Production, primarily consisting of
unconventional gas project development and preduction;
Power and Industrial Projects, primarily consisting of projects that
deliver energy and utility-type products and services to industrial,
commercial and institutional customers, and biomass energy
projects; and
Energy Trading, consisting of energy marketing and trading
operations.

Corporate & Other

B Consists of corporate staff functions that are fully allocated to
the various segments based on services utilized. Additionally,
Corporate & Other holds certain non-utitity debt and energy-
related investments.

The income tax provisions or benefits of DTE Enargy’s subsidiaries
are determined on an individual company basis and recognize

the tax benefit of production tax credits and net operating losses.
The subsidiaries record income tax payable to or receivable from
DTE Energy resulting from the inclusion of its taxable income or loss
in DTE Energy’s consolidated federal tax return.

Inter-segment billing for goods and services exchanged between
segments is based upon tariffed or market-based prices of the
provider and primarily consists of power sales, gas sales and coal
transportation services in the following segments:

{in Miffions} 2007 2006 2005
Efectric Utility $ 3% $ 59 § 207
Gas Utility 5 16 13
Coal and Gas Midstream 191 180 152
Unconventional Gas Production 64 134 154
Power and Industrial Projects 23 6 6
Energy Trading 7 75 116
Corporate & Other {35) 7 54

$ W™ § a;m § 102




Financial data of the business segments follows:

fin Mitlions) Depreciation,
Operating Depletion & Interest Interest  Income Net Total Capital
2007 Revenus Amortization Income  Expense Taxes Income Assets Goodwill Expenditures
Electric Utility $45800 S 74 $ {7 & 294 $§ 149 § 317 $ 14854 $ 1208 § 809
Gas Utility 1,875 93 {10) 61 23 70 3,266 m 226
Non-utility Operations:
Coal and Gas Midstream 837 B8 {2) 14 30 53 540 13 53
Unconventional Gas Production (1) (228) 22 = 13 (nmn {217) 355 2 161
Power and Industrial Projects 473 39 {9 25 {5 30 an 2 48
Energy Trading 955 5 {5) 1" 17 KY) 1,125 17 2
2,037 74 {16) 63 {75) {102) 2,491 59 264
Corporate & Gther (1) {15) 1 (51) 174 267 502 2,369 - -
Reconciiation and Eliminations {291) - 59 (59) - - - - -
Total from Continuing Operations $8506 $ 932 $ (250 § 533 § 364 787 22,980 2,037 1,299
Discontinued Operations {Note 3) 205 7714 - -
Reconciliation and Eliminations : {2) - - -
Total from Discontinued Operations 184 774 - -
Total $ 971 $ 23794 $ 2037 $ 1299

{1) Operating Aevenues and Net Loss of the Unconventional Gas Praduction segment in 2007 reflect the recognition cf losses on hedge contracts associated with the Antrim sale transaction. Net fncome of
the Corporate & Other segment in 2007 results principally from the gain recognized on the Antrim sale transaction. See Note 3.

fin Millions) Depreciation,
Operating Deplation &  Interest Interest  Income Net Total Capital
2006 Revenue Amorization Income  Expense  Texes income  Assels Goodwill  Expenditures
Electric Utility $4737 S5 809 S§ (4 $ 278 § 161 $§ 325 $ 14540 $1206 § 972
Gas Utility 1,849 94 (9) 67 1 50 3123 m 155
Non-utility Operations:
Coal and Gas Midstream 707 4 (3 10 28 50 435 13 53
Unconventional Gas Production 99 27 - 13 5 9 611 B 186
Power and Industrial Projects 409 48 (8) 29 {56) (80} 864 36 35
Energy Trading 830 6 {12} 15 49 9% 1,220 17 2
2045 85 (23) 67 26 75 3,130 74 276
Corporate & Cther 5 2 {52) 174 (52) {61} 2,307 - -
Reconciliation and Eliminations 1477} - 62 {61) - - - - -
Tota! from Continuing Operations $8199 $ 990 & (26) $ 525 § 46 389 23,100 2,053 1,403
Discontinued Operations (Note 3} 43 685 4 -
Cumulative Effect of Accounting Change 1 - - -
Total $ 433 $ 23785 $ 2057 $ 1403
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{in Miflions) Depreciation,

Operating Depletion &  Interest Interest  income Net Total Capital

2005 Revenue Amertization Income  Expense  Taxes Income  Assets Goodwill Expenditures
Electric Utility $4462 § 640 § (3) S 267 § 143 $§ ;7 $1312 S 1200 § T2
Gas Utility 2138 95 {10) 58 {2) 3 310 172 128

Non-utility Operations:

Coal and Gas Midstream 707 3 {3 4 22 45 373 12 28
Unconventional Gas Production " 20 - 8 1 4 1 8 144
Power and Industrial Projects 428 48 {5} 20 {7} 4 1,043 KY) 29
Energy Trading 977 4 {3) 17 (23) {43) 1,834 17 8
2,186 75 {11} 49 n 10 3684 74 209
Corporate & Other i} - {40 187 (34) (52 2,358 - 4
Reconciliation and Eliminations {702) - 42 (43) - - - - -
Total from Continuing Qperations $48094 § 810 § (22) $§ 518 § 108 2 22255 2,053 1,063
Discontinued Operations (Note 3) 268 1,080 4 2
Cumulative Effect of Accounting Change {3} - - -
Total $ 537 $ 23335 $ 2057 $ 1,065




Note 20 —
Supplementary Quarterly Financial Information (Unaudited)
Quarterly earnings per share may not total for the years, since quarterly computations are based on weighted average common shares

outstanding during each quarter. Synthetic Fuels was reported as a discontinued. operation beginning in the fourth quarter of 2007, resulting
in the adjustment of prior quarterly results. See Note 3.

First Second Third Fourth

{in Millions, except per share amounts) Quarter Quarter{1} Quarter Quarter(2) Year
2007
Operating Revenues $ 2463 $ 1692 $ 2,140 $ 221 $ 8505
Operating Income $ 20 $ 736 $ 298 $ 33 $ 1635
Net Income

From continuing operations $ 96 $ 348 $ 152 $ M $ I8

Discontinued operations 38 37 45 64 184
Total $ 134 $§ 335 $ 1w $ 2% $ 9
Basic Earnings per Share

From continuing operations $ 54 $ 200 $ = $ 117 $ 484

Discontinued operations 22 21 27 A0 1.09
Total $ .76 $ 22 $ 120 $§ 157 $ 57
Diluted Earnings per Share

From continuing operations $ 54 $ 199 $ 92 $ 117 $ 462

Discontinued operations .22 21 27 39 1.08
Total $ 76 $ 220 $8 119 $ 156 $ 570
2006
Operating Revenues $ 231 $ 1,706 $ 204 $ 2038 $ 8159
Operating Income $ 29 $ 138 $ 335 $ 292 $ 1,060
Net Income (Loss)

From continuing operations $ 1s $ 2 $ 145 5 1% $ 389

Discontinued operations 20 (35) 42 18 43

Cumulative effect of accounting change 1 - - - 1
Total $ 136 3 (33) $ 188 $ 2 $ 43
Basic Earnings {Loss) per Share

From continuing operations $ B $§ o $ 8 5§ n $ 219

Discontinued operations 12 {.20) 23 .09 24

Cumulative effect of accounting change 01 - - - 01
Total $ N $ (19 $ 106 $ .80 § 24
Diluted Earnings {Loss) per Share

From continuing operations $ 64 $ o $ 83 E N $ 218

Discontinued operations 12 {.20) 23 09 24

Cumulative effect of accounting change - - - - ]|
Total § 76 $ (19 $ 106 $ .80 $ 243

{1} In the second quarter of 2007, the Company recorded a $900 miltion ($580 million after-tax) gain on the Antrim sale transaction and $323 millien ($210 million after-tax} of losses an hedge contracts
associated with the Antrim sale. [n the second quarter of 2006, the Company recorded impairments, reserves and deferrals of potential gains in the synthetic fuel business, See Note 3,

{2} In the fousth quarter of 2007, the Company recorded adjustments that increased operating income by $20 million ($13 million after-tax) to correct prior amounts. These adjustments were primarily to
record property, plant and equipment and deferred CTA costs at Detroit Edison for expenditures that had been expensed in earlier quarters of 2007.
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Nuclear Officer, Detroit Edison
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Other Information About DTE Energy

DTE Energy common stock is listed on the New York Stock
‘ Exchange {symbol DTE}. The following table indicates the
‘ reported high and low sale prices on the New Yark Stock
‘ Exchange Composite Tape for DTE Energy commaon stock
and dividends paid per share for each quarterly period
during the past two years:

Dividends Paid

\
‘g Calendar _ Quarter High Low Per Share
2007 First $49.42 45,14 0.530
‘ Second 54.74 47.22 0.530
i Third 51.74 45.26 0.530
‘ Fourth 51.19 43.96 0.530
2006 First $4423 $ 40.00 $ 0515
Second 419 38.77 0.515
Third 43.63 40.26 0.515
Fourth 49.24 41.37 0.530

i

!

| As of Dec. 31, 2007, 163,232,095 shares of the company's

| common stock were outstanding. These shares were held by
‘ a total of 85,481 shareholders of record.
i

Distribution of ownership of DTE Energy commaon stock as of
Dec. 31, 2007:

Annual Meeting of Shareholders

The 2008 Annual Meeting of DTE Energy Sharehclders will
be held Thursday, May 15, 2008, at 10 a.m. EDT in

the OTE Energy Building, 660 Plaza Drive, Detrait, MI.

Type of Owner Qwners Shares
| Joint Accounts 30,735 12,722,080

{ndividual 35,626 10,881,656
| Individual Custodian 15,427 6,102,748
5 Trust Accounts 2585 1,929,939
‘ Banks & Nominees 21 130,907,192
& Corporations & Insurance Cao's. 115 271,608
i Fiduciary Corporation 344 62,038
| Institutions & Foundations 34 42,640
. Brokers/Security Deaters 37 16,331
i Churches & Religious Orgs. 93 26,449
\ All Others 464 263,414
‘l Total 85,481 163,232,095
I State and Country Owners Shares
| Michigan 44,427 17,794,0M
1 Florida 4872 2,092,939
| Califgrnia 4148 1,397,637
{ New York 3227 132,028,752

lllinois 3,161 1,210,653
‘ Ohio 2,623 859,417
| 44 QOther States 22,660 7,726,639
| Foreign Countries 363 121,987
‘ Total 85,481 163,232,095
|

; Corporate Address

I DTE Energy, 2000 Second Ave.
Detroit, MI 48226-1279

! Telephone: 313.235.4000

“ dteenergy.com

Independent Registered Public Accounting Firm
Deloitte & Touche LLF

600 Renaissance Center, Suite 900

Detroit, MI 48243-1704

Form 10-K
We will provide, without charge to shareholders, copies of
our Annual Report on Form 10-K filed with the Securities and
Exchange Commission. Written requests should be directed
to: Sandra Kay Ennis

Corporate Secretary

DTE Energy, 2000 Second Ave., Room 2465 WCB

Detroit, MI 48226-1279

dteenergy.comfinvestors

Officer Certifications

In 2007, our chief executive officer (CEQ) submitted to

the New York Stock Exchange (NYSE) the annual CEO
certification regarding DTE Energy’s compliance with the
NYSE's corporate governance listing standards, stating that
he was not aware of any violation of the NYSE corporate
governance listing standards. Our CED made his annual
certification to the NYSE as of May 23, 2007. In addition, we
have filed as exhibits to the Annual Report on Form 10-K with
the Securities and Exchange Commission, the certifications
required under Section 302 of the Sarbanes-Oxley Act

of 2002 regarding the quality of the company's public
disclosures in the fiscal year-end 2007 reports.

Transfer Agent and Registrar of Stock

The Bank of New York Mellon

DTE Energy, ¢/o BNY Mellon Shareowner Services
P.0. Box 358015, Pittsburgh, PA 15252-8015
Telephone; 866.388.8558

Web site: bnymellon.com/shareowner/isd

Shareholder Inquiries and Other Information

DTE Energy, ¢/o BNY Mellon Shareowner Services
P.0. Box 358015, Pittsburgh, PA 15252-8015
Telephone: 866.388.8558

E-mail inguiries to: shrrelations@bnymellon.com

DTE Energy shareholders of record can authorize the agent
to deposit their dividend payments to a financial institution
account of their choice on the payment date, or they can
reinvest their dividends and purchase OTE Energy common
stock through the Dividend Reinvestment & Stock Purchase
Plan. In addition, shareholders of record who currently have
or expect to have Internet access can consent to receive
their future annual report and proxy materials over the
Internet. By electing electronic delivery, you are stating that
you currently have or expect to have access to the Internet.
For more information about these and other shareholder
services, visit the agent’s Web site, bnymellon.com/
shareowner/isd or call 856.388.8558

©2008 DTE Energy is the owner  Printed by
D T E DTE Energy Company, of the “Head/Corona” Sandy Alexander
'BEEats) | all rights reserved. logo. DTE Energy or Clifton, NJ
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